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ABSTRACT 
This research report presents a strategic analysis of Hong Kong's and the 
PRC，s timepieces industry. The study revealed that although North America, Western 
Europe and Japan together consume more than half of the timepieces produced by the 
world annually, their market attractiveness is on the decline as these markets are 
nearly saturated and market growth is minimal. The study also revealed that the 
mechanical watch is in the decline stage while the digital LCD watch is in the early 
maturity stage. Only the quartz analog watch is still in the growth stage and 
constitutes an attractive market segment in the future. In these major markets, the 
consumers are moving up-market rapidly. Hong Kong, which so far follows the cost 
leadership strategy to become the largest volume producer of low end timepieces, 
needs to revise its strategy since it is no longer the lowest cost producer. Most local 
watchmakers favor the idea of moving up-market but the competitive arsenal to 
compete directly with Japan and Switzerland seems to be lacking. Meanwhile, the 
PRC intents to become a market leader in the low end market. However, it faces 
many problems, mostly in firoduct design and marketing areas. The study suggests 
that a strategic alliance between Hong Kong and the PRC can help each party to 
achieve its goal. Hong Kong shall adopt the best-cost producer strategy while the 
PRC shall adopt the lowest-cost producer strategy. The study suggests that, with the 
strategic alliance formed, Hong Kong should put its effort on product differentiation. 
The aim is to match its rivals, Japan and Switzerland, on all product attributes. The 
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PRC shall put its effort on attaining self-sufficiency in producing all components and 
raw materials used in timepieces manufacturing. The aim is to achieve the lowest cost 
of production. With this division of labor, Hong Kong shall take care of the PRC's 
product design and marketing areas so that their products will have competitive 
product attributes to excel in the lowest end market. In return, the PRC shall act as 
a reliable supplier of low cost components and raw materials for Hong Kong. The 
result will be that Hong Kong can eliminate the bargaining power of Japan and 
Switzerland as Hong Kong's supplier of key components. Hong Kong can then 
compete directly with them in the same market segments, selling comparable products 
at a lower price. The PRC can dominate the low end segment by selling marketable 
products at the lowest price. The report ends with a summary of business and 
functional strategies for Hong Kong and the PRC. 
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Objectives of the Research 
Started in the 50，s�Hong Kong timepieces industry has become a major local 
industry. It is now the world's number one volume supplier of timepieces. In 1990， 
domestic export of watches and clocks from the territory was US$3,665 millionsi� 
representing 4.5%^ of Hong Kong's total domestic exports. Most of the products 
target at the lower-end market. 
The 80's was the golden ages for the local manufacturers. They were able to earn 
substantially from this lucrative industry through the introduction of quartz analog 
technology, the boom of OEM orders, and the beginning of design concept. 
After almost six years of high-speed growth, with the peak years being 1987 and 
1988，the Hong Kong timepieces industry is in an adjustment period. Starting from 
1989，the total export growth rate slowed down and the profit margin eroded^ By 
the turn of the decade, Hong Kong's domestic export of timepieces became 
increasingly sluggish. The reasons are two-fold. First, the demand for low-priced 
1 Asian Sources Timepieces -1991 Industry Outlook, p.8 
^Ibid., p.8 
^Hong Kong^s Manufacturing Industries 1990, Ch.5’p.68 
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watches in the traditional markets is declining because the customers become more 
sensitive to quality and brand name. They are buying more Japanese and Swiss 
watches. Second, competitors from other Asian countries such as Thailand, Malaysia, 
Korea and PRC are pushing their sales in the low-end market. Hong Kong's watches 
are no longer the cheapest due to rising manufacturing cost. 
To survive and prosper continually, Hong Kong may choose 
1. to move up-market and compete directly with Japan and Switzerland in the 
medium- to high-end market; or 
2. to explore the low-end markets in other regions by expanding sales to developing 
countries like Central America, African countries, PRC, etc.; or 
3. to stay in the same low-end market and try to lower its manufacturing cost by 
moving their production base into other countries like Malaysia, Indonesia, PRC, 
etc. 
Among all possible competitive strategies, it seems that the shifting of 
production bases to the People's Republic of China is the one that receives the earliest 
attention. It is the only one practiced by the industry in full gear. The industry is 
still hesitant in investing large sum of money in R & D, design, brand development, 
and new market search and bombardment. Only the very large companies are w i l l i n g 
to take these risks. In comparison, the idea of going north seem to be acceptable to 
the watchmakers. As early as 1980，many local watchmakers have moved into the 
Pearl River Delta to set up plants. The watchmakers also hope that, some day these 
watches can be sold in the PRC. Exports of watches and clocks to China increased 
consistently from HK$152 million in 1980 to HK$2,381 million in 1990，at an 
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average annual growth rate of 34This rapid growth was largely due to the 
increase in Hong Kong's outward processing activities in southern China. 
� This competitive strategy has its limitations in ensuring Hong Kong's market 
leadership in the low-end market. First, it does not help to solve the problem of 
diminishing demand for lower-end watches. Furthermore, it is not a sound idea to 
rely the industry's future on selling watches in the PRC. The PRC is itself a very 
large producer of lower-priced timepieces. She will not allow the Hong Kong 
investors to hurt her own industry. Once such a threat is perceived by the Chinese 
officials, they will set forth restrictions on these foreign investments. The recent 
proposal on the imposition of a 200% tariff on joint-venture made watches and 
clocks^ unless they are meant for export proves that relying the industry's future on 
selling timepieces in the PRC is not a promising idea. 
The PRC will readily cooperate with Hong Kong in setting up joint-ventures 
to manufacture timepieces for export. On the other hand, marketing timepieces in the 
PRC will be treated as rivalry to the country's domestic industry. In the light of these 
cooperations and rivalries among Hong Kong's and the PRC's timepieces 
manufacturers, the researchers view that how the PRC's timepieces industry may 
interact with Hong Kong's timepieces industry is an important factor to consider in 
crafting competitive strategy for Hong Kong. Hong Kong shall adopt different 
strategies if the relationship between Hong Kong and the PRC is cooperative rather 
than competitive. The researchers also hypothesize that a special relationship can 
possibly be cultivated between the two. This relationship may help them to reach 
^Hong Kong's Manufacturing Industries, 1990. Ch.5, p.69 
^Newspaper article in Hong Kong Standard Daily, 29 Oct. 1991. 
4 
goals that each party cannot reach by itself. As Hong Kong will return to the PRC 
in 1997，how to form a mutually beneficial relationship is also of practical value. 
Consequently, the researchers decided to study the two together. 
The objectives of this research are: 
1 • to evaluate the present position of the industries with respect to the world market 
trends and other major competitors; and 
2. to design the long-term goal, strategy and plan for the timepieces industry of 
Hong Kong and the PRC; and 
3. to examine what strategic issues they have to address in implementing their 
strategies; and 
4. to find out what mutually beneficial relationship can the two forms; and 
6. to see how this relationship can possibly work in practice. 
Scope of Work 
This research project includes: 
1. an industry analysis, 
2. a driving forces analysis, 
3. an examination of the competitive structure of the industry, 
4. an analysis of the key success factors of the industry, 
5. a competitor analysis of all relevant competitors, 
6. a situation analysis for Hong Kong's timepieces industry, 
7. a situation analysis for the PRC's timepieces industry, 
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8. a strategic plan for Hong Kong's timepieces industry and 
9. a strategic plan for the PRC's timepieces industry. 
Research Methodology 
At the beginning, the researchers employed both desk research method and 
field research method to do the study. The researchers first conducted two brief 
interviews to explore the key issues about the industry and then proceeded to prepare 
a set of questions for use in personal interviews and mail questionnaire. However, 
shortly after the questions were set, the researchers found out that answers to these 
questions were readily available from newspaper clippings and some past industry 
surveys. Therefore, the researchers did not conduct field research in the end and use 
only secondary data to prepare this report. 
In the study, relevant material was first extracted from books, journals, 
newspapers and documents. The extracted information included: 
- the watchmakers' opinions about the industry's various aspects from newspaper 
clippings; 
- statistical data from official government sources or industry surveys; 
- competitors' information from journals and trade magazines. 
The researchers then followed the following steps to design the long-term 
strategy for Hong Kong's and the PRC's timepieces industry: 
1. Carry out an industry and competitive analysis to find out the dominant economic 
characteristics of the industry environment. 
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2. Find out what driving forces prevail and how they change the industry 
environment. 
3. Examine the competitive structure of the industry by assessing the strengths of the 
five competitive forces. 
4. Find out the key success factors of the industry. 
5. Carry out a comprehensive competitor analysis and find out those competitors 
who belong to Hong Kong's strategic group. 
6. Carry out a situation analysis for the industry. 
7. Craft a competitive strategy for the industry that will yield a long term sustainable 
competitive advantage. 
Literature Survey 
Sources for the Adopted Theoretical Framework 
There is abundant literature on strategic management, strategic marketing or 
the like. The researchers do not intend to repeat the discussions of these important 
concepts that are so adroitly dealt by textbooks and review articles. The researchers 
will only list those that directly contributed to the theoretical framework used in this 
report. 
The researchers primary used the steps suggested by Thompson and 
Strickland^ to carry out the whole strategic analysis. The concepts of driving forces, 
®Arthur A. Thompson, Jr., A. J. Strickland HI, Strategy Formulation and Implementation -Tasks of The General • 
Manager,Invin Inc., 1992. 
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the five competitive forces, strategic cost analysis, activity-cost chain or value chain, 
generic strategies used in the various analyses originated from Porter?. The idea of 
crafting strategy originated from Mintzberg^ 
Local Researches on Timepieces industry 
There was no local research study on strategic marketing of the local 
timepieces industry. Lai(1972), Wong(1976), Lok(1976) and Ts，ai(1981) studied 
certain market segments in the local scene. Liu(1972) and Ho(1987) studied the 
consumer behavior. The studies done by Feng(1980), Siu(1985), Wong(1987) and 
Chan(1988) were on retail sales. Fok and Chung(1987) gave an account of the 
history and past performance of the watch industry without any discussion on strategy. 
Siu (1985) studied the purchasing and marketing interface in the watch industry. Only 
Ho(1983) discussed about strategy for the electronic watches' manufacturers but he 
did not study the topic in the world perspective. This report includes a list of these 
theses and reports in the bibliography. 
Statistical Information 
The researchers collected vast amount of statistical data to do the various 
types of analyses. A large portion of the data used in this report was drawn from the 
following sources: 
•Michael E. Porter, Competitive Strategy: Techniques for Analyzing Industries and Competitors. New York: Free 
Press, 1980. 
*Henry Mintzberg, "Crafting Strategy," Harvard Business Review 65, no.4 (July-August 1987), pp.66-75. 
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1. Hong Kong Major Exports Statistical Yearbooks that provide all detailed figures 
of Hong Kong's domestic exports, re-exports and imports. 
2. PRC Yearbook 1990/91 that provides information on industrial output, social and 
economic indicators, consumption pattern, living standards, etc. 
3. Information China that contains information on the national output, living standard 
and consumption pattern of PRC. 
4. China - Trade and Price Statistics. 1987 by State Statistical Bureau PRC that 
contains information on China's imports, exports and price of commodities. 
5. Almanac of China's Foreign Economic Relations and Trade 1990/91 that contains 
export figures. 
6. Handbook of Information on PRC: 1949-1985 [Chinese text] which provides 
information on economic indicators and national production volume of major 
commodities. 
7. Yearbooks of PRC's Light Industry - 1985，1986，1987, 1988, 1989 that contains 
figures profiling the light industry of China. 
8. China Statistics Yearbooks that contain social and economic indicators, and 
production figures of major commodities. 
9. World Watch Almanac 1990 that contains information about the global watch 
market. 
10.Consumer Europe 1991 that contains information about European watch market. 
A complete list of the employed sources of statistical information has been 
included in the bibliography. 
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CHAPTER n 
INDUSTRY AND COMPETITIVE ANALYSIS 
In this chapter, the researchers will draw conclusions about the overall 
attractiveness of the timepieces industry after carrying out an industry and competitive 
analysis to find out 
1. the chief economic characteristics of the industry, 
2. the factors that are driving change in the industry, and their possible impact, 
3. the strength of each of the five competitive forces, 
4. the relative position of each major competitor, 
5. the most likely competitive moves by each competitor and 
6. the key factors that will determine competitive success. 
Dominant Economic Characteristics of the Industry Environment 
Scope of Competitive Rivalry 
All major competitors are competing at the global level selling essentially the 
same products worldwide. 
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Market Size 
The world watch production figures are used to estimate the world demand for 
watches and clocks. Figure 1 shows that the world production of watches has already 
exceeded 797 million pieces^ in 1991. The 1989 production figure of 684 million 
pieces represented a dollar worth of US$8.77 biUions^ ®. Figure 2 shows that about 
of the world's total watch demand come from three areas: North America, 
Western Europe and Japan. The U.S. is the world's largest market followed by 
Western Europe. 
Market Growth Trend by Watch Type 
Figure 1 shows that the total market is growing at an average annual rate of 
12 percent in the last twelve years^^. The growth is however, mainly due to the 
boom of the quartz analog segment. The digital LCD watches segment grew less than 
two percent annual rate in the last six years. The digital LCD watch is losing its 
popularity because it is very difficult to design a range of attractive watches with 
digital dials. Also many people find it difficult to accept a digital display, which 
shows a set of figures that is not meaningful in terms of time past and time future. 
9” A Review of the World Watch Industry and Present Status and Outlook for the Citizen Group," in January 1992 
News Release of Citizen Watch Co.,Ltd. 
i ^ o d e m Jeweler's 1990 World Watch Almanac.p.8 
i “ A Review of the World Watch Industry and Present Status and Outlook for the Citizen Group," in January 
1992 News Release of Citizen Watch Co., Ltd. 
the percentage is calculated as follows: 
{ [ 7 9 7 ( � figu«) - 3 2 8 ( � fi_)]/10/328} x 100% 
_ _ _ _ _ n ^ ^ H 
• J 
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P E R C E N T A G E OF WORLD WATCH DEMAND BY R E G I O N 
Y E A R 1991 
Aatri et ( t . 0%) “ " " 
— 維 L 
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\ j � " ” “'•• •…"I "�•�*> 
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Figure 2 Percentage of World Watch Demand by Region 
# 
13 
The production of mechanical watches has been declining throughout the whole 
period. 
Outside the world major markets, the trends are likely to be different. Citizen 
Watch Co. Ltd., revealed in its review report that the consumption by watch type 
differs considerably from area to area and from country to country. Mechanical 
watches still account for the largest share of the market in mainland China and it is 
surprising to leam that digital watches account for the largest share in Africa. In 
those developing countries where button cell batteries are less common, mechanical 
watch still have a strong appeal. 
Market Growth Trend by Geographical Location 
Segmenting the market by geographical location, the growth in the major 
markets are not satisfactorily in the last few years. Figure 3 shows the U.S. retail 
sales in units by type. The growth slows down. Table 1 shows that the forecasted 
average annual growth rate from now up to 1997 is only 3.9% . Figure 4 and 5 show 
the watch sales in volume and in value respectively for the western and northern 
European market from 1984 to 1988. The market is stagnant. Mr. Andre Margot, 
President of Federation of Swiss Watch Industry, revealed that, due to multi-
possession, the possession rate of watches in the most industrialized European 
countries was very high. It had already reached 700 units per 1,000 inhabitants in 
198913. This figure suggests that it will be difficult to increase future sales. 
^^Andre Margot, "The European Watch Market" in Hong Kong International Watch and Clock Conference ’90, 
p.43 
14 
U . S . R E T A I L u m S A L E S IN U N I T B Y T Y P E 
YEAR ins TO 1)89 » 









？ ^ ^ ^ I 
0 • ~ 1 
> , • 一 
“ ^ ^ - ~ . — — . . 
I U I I I l_ 
1115 mi \ui im t … Y… 
-f-Udchanlcil + D i j l U I -^ -AhIoj +Total 
Umr. It^l MrN WsUI AluMt 
Figure 3 U.S. Retail Watch Sales in Unit by Type, 1985 - 1989 
Table 1 Growth Trends in the U.S. Watch and Clock Industry 15 
(Average annual growth) 
Category 1972-1977 1977-1982 1982-1987 1987-1997P 
Clocks^ 73% T^c 3.9% ” 
Watches^ 9.0 -6.4 -4.7 2,2 
Watches 
clocks not 23.6 0.1 -0.9 1.3 specified by kind 
All watches 
and clocks 8.9 -3.4 -1.5 3.0 
1 - Includes clocks, timing mechanisms, clock movements, clock cases, and parts. 
2 - Includes watches with imported movements, watches with domestic movements, watch movements, watch cases, and 
parts. 
P - Projection 
Source: U.S. Department of Commerce; Business Trend Analysts, printed in 1990 World Watch Almanac 
For the Japanese market, Mr. Katsuji Takagi, the Vice President of Japan 
Watch Importers' Association, commented that the market had entered the mature-
stage. The increase in import of watches was primarily due to the abolition of the 
commodity tax in April 1989^ "^ . 
Citizen Watch Co., expected that the demand in China and India will increase 
as populations are very large. However, increases in demand are unlikely soon in CIS 
(former USSR) and Eastern Europe where the situation is still unstable^^. 
i t t s u j i Takagi, "Outlook of Hong Kong-made Watches in the Japanese Market" in Hong Kong International 
Watch and Clock Conference ’90, p.16 
Review of the World's Watch Industiy and Present Status and Outlook for the Citizen Group in January 
1992 News Release of Citizen Watch Co. Ltd. 
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WESTERN AND NORTHERN EUROPEAN WATCH MARKET 
V O L U M E S A L E S . 1 9 8 4 • U U 
1 0 0 
m 
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^MAJOR MARKETS ®BENELUX HsCANDI HAVIA 
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Figure 4 Western and Northern Europe Volume Consumption of Watches 
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WESTERN AND NORTHERN EUROPEAN WATCH MARKET 
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Figure 5 Western and Northern Europe Value Consumption of Watches 
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Market Trend Towards Higher-end Products 
Table 2 U.S. Retail Watch Sales In Units By Price Range 
(in thousands) 
PRICE RANGE 
Under $50.00- $75.00- Over 
$50.00 $74.99 $124.99 $125.00 
40,179 3,435 4,829 5,032 
1986 41,412 3,310 4,685 4,960 
1987 39,661 3,554 5,001 5,484 
1988 39,977 3,984 5,248 6,405 
% Change 
，85-，89 -1 +16 +9 +27 
Source: 1990 World Watch Almanac 
In the major markets, the customers are moving up-market. Table 2 shows 
the U.S. retail sales in units by price range. It reveals that sales figures for the 
lowest-end watches were declining gently while those of higher prices watches were 
increasing steadily. The same up-market trend occurs in Europe. Figure 4 and 
Figure 5 shows that the value sales rose steadily though the volume sales declined. 
The phenomenon cannot be explained by inflation alone because the researchers found 
that the price of watches was not rising steadily during that period. Figure 6 shows 
the average unit price of watches exported to the U.S. from different countries'^ 
16 figures in 1990 World Watch Almanac are calculated to plot the graph 
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The 1988 prices did not differ significantly from the 1984 prices. The prices in 
between were once even lower. Figure 7 shows the average unit price of the three 
product categories from 1984 to 1988. Only price of mechanical watches rose. As 
the price trend of watches in Europe should be similar to that in the U.S., therefore 
the European customers were going up-market leading to the steady rise in value 
sales. 
In Japan, this up-market trend shows up in a more dramatic manner. After the 
» ‘ J 
abolition of the commodity tax and the introduction of consumption tax, the top-end 
Swiss-made watches were able to capture 40 percent share of the Japanese market in 
a short time. On the other hand, the import of the low-end Hong Kong-made 
watches, though free from commodity tax, had dropped 17 percent in quantity and 6 
percent in value from the previous year. Mr. Katsuji Takagi confirmed that the 
Japanese customers are going up-market very fast^^. 
Stage in Product Life Cycle 
Referring back to Figure 1, the sluggish growth rate in the major markets 
strongly suggests that the mechanical watch is in the declining stage of the product life 
cycle. The digital LCD watch is possibly in its early maturity and only the quartz 
analog watch is still in the growth stage. However, in other markets, especially in 
those third world countries, the three product types may all be in the growth stage. 
'^Katsuji Takagi, "Outlook of Hong Kong-made Watches in the Japanese Market" in Hong Kong International 
Watch and Clock Conference ’90, p.16 
21 
P r i c e T r e n d s of l a t c h e s By T y p e 




0 Oiirti iiihi 
丨 ' ‘ — V ^ p ： ： ^ ： ^ 





K i Wjitil , 
> A — 
I L I I I L_ 
1M4 \m 1MI m tJM 
hv 
+M9chanical Watch -|-Qoaitz Analog WaUk 
LCD _ 
Figure 7 U.S. Price Trends of Watches By Type, 1984-1988 
22 
Seasonal Market Demand Pattern 
As watches and clocks are usually bought as gifts at festive seasons, the 
demand is highly seasonal. In the US market, 43% of the demand occur in the fourth 
quarter of the year and 65% of the demand is in the second half of the year^^ 
Customer Needs and Product Segments 
The consumers are in a continuing process of individualization and 
diversification in this modem era. The attitude of people towards watches has 
changed. Different groups of people perceive watches differently: as fashion 
accessories, as jewelry items, as status symbols or as a convenient multi-functional 
device. Mr. Katsuji Takagi reported that there exists a bipolar tendency in the 
purchase of watches in Japan. The eye-catching, trendy, sporty or gimmickry low-
price watches are mostly bought on impulse. It is expected that the demand from 
young people will continue to increase. At the same time, there is a growing demand 
for the top-end high-quality watches^^. 
The diversification of customer needs have led to an almost endless list of 
special segment watches flourishing in the market. The followings are some 
examples: 
i^Diane O'Connor, "The U.S. Watch Market Merchandising Pattern - Latest Market Situation and Outlook" in 
Hong Kong International Watch and Clock Conference，90, p.27 
l ^ t s u j i Takagi, "Outlook of Hong Kong-made Watches in the Japanese Market" in Hong Kong International 
Watch and Clock Conference ’90, p.17 
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- The old brand watches that specialize in making sophisticated mechanical watches 
only. 
- The sports watches that build up their image in association with sports. 
- The brands that specialize on chronograph watches. 
- The prestigious jewelers, names that become increasingly known for their 
expensive watches. 
- The jewelry watches that sell exclusive watches using precious metal and 
precious stones. 
- The fashion watches using the name of a famous couturier or fashion house. 
一 The fashion watches using well known names associated with leather or other 
accessories. 
- The watches using the name of famous car brands. 
This diversification process favors producing a variety of models in small 
batches. Only the production of standard components such as watch cases or 
movements is large enough to achieve an economy of scale. 
Customer Groups 
To a timepieces manufacturer who produces components and also sells 
complete watches under his own labels and under private labels, there exists three 
possible customer groups. The end-users belong to just one of his customer group 
whom he reaches by dealers, retailers and direct marketing. Another group consists 
of OEM buyers who will buy components for their own assembly or buy complete 
watches and then sell the watches under their own labels. They buy in batches, 
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ranging from small to very large. The third group consists of buyers who will use 
the products as either incentives, promotional items or premiums. The orders are 
usually small to medium-size and the products vary from grandfather's clock to non-
watch items, e.g., a pen with time-display. The needs of these two customer groups 
are prompt delivery, product continuity for incentive items, good design and quality 
at an attractive FOB price. 
Swiss and Japanese timepieces manufacturers concentrate their businesses on 
serving the end users and other assembly-based timepieces manufacturers. The Asian 
watch and clock makers sell most of their products under private labels to large OEM 
buyers or incentives buyers. 
Degree of Vertical Integration 
The large manufacturers in Japan and Switzerland are also producers of watch 
and clock movements. Some of them also integrate forward and have their own 
distribution outlets. For example, Swiss SMH has its own SWATCH shops and 
Citizen has its own TIME CENTERS. Most Asian suppliers do not integrate 
backward. They do integrate forward if they are also traders. In recent years, some 
large manufacturers in Hong Kong such as Asia Commercial, Stelux, Remex and 
National Electronics have begun integrating backward by acquiring movement 
factories in Europe. 
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Ease of Entry or Exit 
The assembly-based timepieces industry has a very low barrier of entry as it 
does not require large capital investment nor high technology to start with. However, 
for the manufacturing of mechanical or quartz movements, it requires huge capital 
investment, specialized technology knowledge in precision engineering and electronics 
to start production. It also requires continual R&D effort and large production 
volume to remain competitive with regard to both cost and technological innovation. 
Therefore, the barrier of entry for movement production is very high. 
The barrier of entry to the high-price, top-end segment is also very high. The 
products are competing on image and excellent customer service. New brands must 
spend long time and huge investment in marketing efforts to gain customers' 
acceptance. 
Technology and Innovation 
The quartz watch is reported to be in its technological plateau. Most 
manufacturers are putting R&D efforts on efficiency improvement^®. Nevertheless, 
there are still a number of technological innovations in recent years. In the 1990 
European Watch, Clock and Jewelry Fair in Basle, new chronograph movements and 
battery-free quartz electronic models were shown. Watch that has no crown and is 




set and energized by applying pressure on the crystal appeared and table clock 
incorporating advanced ultrasonic technology was introduced^^ 
A recent technological innovation that, according to some experts, may 
revolutionize the whole timepieces industry as the quartz movement did is AT&E 
Corporation's transformation of the standard wristwatch into a paging device. It can 
receive and display up to a dozen simple messages sequentially. Some experts said 
that the watch of the future will be a personal microelectronic wrist system^^. 
Most technological changes only affect the outlook of the timepieces. 
Watchmakers use new material ranging from various metals to plastics, ceramics, 
rocks�wood and other composite materials to make watch cases. Parts manufacturers 
use snake skin, crocodile skin, frog skin, sharks skin, eel skin, etc., to make leather 
straps. There are also various improvements in electroplating processes. 
Industry Structure 
Table 3 shows that the global timepieces industry comprises small-sized 
establishments. The average number of employees in an establishment seldom 
exceeds 100. The scale of production is the largest in Japan, with thousands of 
employees in the leading f i r m s � I n Hong Kong, about 50% of the establishments 
employ less than 10 people and about 90% of them employ less than 50 people�*. 
2 ' l b i d . , P . 1 7 
A Watch that Gets the Message," in Fortune. (May 12，1986), p.81 
23 "Swiss are making a comeback" in watchmaker. Jeweller & Silversmith, June 1986, p.14-15 
勿”Industry Outlook '92" in Asian Sources Timepieces, January 1992’ p.78 
27 Table 3 Average Size of Companies in the Timepieces Industry 
SWITZERLAND^ 
Average No. Year Companies Employees of Employees 
1989 560 30,300 54 
JAPAN: "“ 
Average No. 
Year Companies Employees of Employees 
1988 562 38,077 68 
HONG K0NG3 
Average No, Year Companies Employees of Employees 
1990 1,690 27,154 16 
Sources: 
1 1990 World Watch Almanac, p.24 
2 1990 World Watch Almanac, p. 16 
3 Hong Kong Manufacturing Industries 1990. Ch.5 
A watch contains more than 50 components and parts. Therefore the 
timepieces industry has to be assisted by a host of adequate to proficient ancillary and 
supporting industries. These include the manufacture of watch bands, optical glasses 
and batteries, and the electroplating industry. 
Cost Structure 
The timepieces industry is a very labor-intensive industry since more than 50 
parts has to be assembled. Unless the manufacturer invests heavily to install flexible 
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manufacturing systems to take over all labor-intensive tasks, it will remain labor-
intensive and labor cost will always contribute a major part in the cost structure. 
Take Hong Kong as an example, in 1985, the labor costs accounted for 60% of the 
operating costs (excluding purchases of materials, supplies and other industrial 
services). Other expenses, including rents for buildings, rentals for machinery and 
equipment, and interest payments accounted for the remaining 32% of operating costs 
in 198525. 
Raw materials and supplies account for most of the cost of a watch or a clock. 
For the Hong Kong timepieces industry, purchases of materials and supplies accounted 
for an overwhelming share of 85.3% whilst labor costs shared 9.4% of the gross 
output in 198826. 
Scale Economies 
As the timepieces industry is still very labor-intensive, any cost saving from 
scale economies in manufacturing, transportation and mass marketing can easily be 
matched by producing in a low labor-cost country. Therefore scale economy is not 
a major consideration in achieving overall low cost. 
^Hong Kong's Manufacturing Industries 1990. Ch.5, p.75 
^ o n g Kong's Manufacturing Industries 1990. Ch.5, p.67 
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Experience Curve Effect 
Figure 8 and 9 show the experience curves for Switzerland and Japan. The 
production of mechanical watches in the early period did not show any experience 
curve effect. The price of a mechanical watch rose as labor cost increased. The 
experience curve effect was observed after the invention of the quartz analog and 
digital LCD watches which can be mass produced. Japan enjoys the largest 
experience curve effect because it is the largest volume producers of quartz analog 
watches. However, as the industry is labor-intensive, experience curve effect does 
not contribute very much to building up overall cost advantage. 
Capacity Utilization 
High rate of capacity utilization can lower the unit cost in movement 
production. But for the production of a complete watch that involves a number of 
labor-intensive assembly tasks, high capacity utilization is not a crucial factor in 
achieving overall low cost. 
Industry Profitability 
Profit margin is not particularly attractive for the time pieces industry. Table 
4 shows the net profit earned by the world's leading firms. Japanese and Hong Kong 
manufacturers had mentioned that the profit margin of the industry was thin in 
economic reports or during interviews with reporters. Movement production has 
\ 
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become a sunset industry in Europe. Except those leading firms, the profitability is 
below par and Table 5 shows that the number of firms was decreasing over the years. 
Switzerland is earning better profit since it is selling high-price top-end watches. 
Table 4 Profit Earned by Leading Firms in the Timepieces Industry 
Company Year Net Profit/Sales 
Bulova(USA) 1989 -4% 
Casio(Japan) 1989 2.46% 
Citizen(Japan) 1989 2.82% 
Orient (Japan) 1989 0.86% 
Seiko(Japan) 1989 -0.8% 
SMH(Swiss) 1989 8.16% 
Source: 1990 World Watch Almanac, p.40-44 
Surveys carried out by the Industry Department of Hong Kong revealed the 
gross profit margin of Hong Kong timepieces industry is decreasing. It was 14% in 
1988 and 1989^^ and declined to 12% in 1991^^ 
力Survey on Hong Kong Re-Exports - Summary Report, p.4 
游Survey on Hong Kong Domestic Exports, Re-Exports and Triangular Trade. Appendix 5 
Table 5 Number of Companies in the Timepieces Industry 33 
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Source: 1990 World Watch Almanac and Hong Kong Manufacturing 
Industries 1990. 
Driving Forces Analysis 
Changes are always taking place in the timepieces industry's structure and 
environment but the researchers identify the followings as the driving forces that will 
determine how the industry will evolve and operate. The implications are also 
explained. 
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Decline in Long-term Industry Growth Rate 
The level of competition will increase in the major markets as additional sales 
can only be captured at the expense of the rivals. To continue growth, the 
manufacturers must pay more attention to penetrate new markets. 
Shortening Product Life Cycle 
•“ I . 
The diversified and fast changing customer needs imply that the market will 
be increasingly fragmented and the product life cycle is short. A manufacturer must 
therefore improve its ability in product innovation. The ancillary and supporting 
industries must also be upgraded at the same time because most product variations like 
the use of rock for watch cases, frog skins for watch straps require new capabilities 
in the ancillary industries. 
Consumers Moving Up-market 
Quality improvement will be crucial to future success. Consumers' demand 
on higher quality products will increase. Also more countries will require the 
manufactured products to comply with the ISO 9000 series of quality assurance 
standards. Recently ISO 9000 standards are hot topics for discussions in Hong 
Kong29. 
2 ^ o n e l Wood, "Quality Improvement Programme of the Watch and Clock Industry - The ISO 9000 Standards," 
in Hong Kong International Watch and Clock Conference，90，p.812 
� 
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There are other factors of change occurring in the market. For example, the 
customers are more sensitive to environmental issues and the use of electroplated 
watch cases and bands, mercury batteries will be under stricter regulations. The 
whole Europe will become a single market in 1993 and there are some worries over 
whether this will be a Fortress Europe or an Open Europe. However, these factors 
are not the driving forces now. 
* i Competitive Forces and their Strategic Implications 
The strengths of the five competitive forces will decide whether the 
competitive structure is attractive or not. It will also shape the competitive strategy. 
Rivalry Among Existing Competitors 
Rivalry will intensify in the coming years because of the following reasons: 
1. The Asian timepieces producers are becoming equal in capability. A recent 
survey collected opinions about the competitive positions of the Asian 
suppliers in 1991 and in 1995. Figure 10 and 11 reproduces the result. It 
shows that the difference between competitors' competitiveness will reduce. 
2. The market demand for timepieces is growing slowly in the major markets. 
Less capable firms will have to leave under fierce competition. 
3. In the low-end market, the newer producers like Thailand, Malaysia and the 
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4. In the timepieces market, especially in the low-end segment, the costs incurred 
by customers to switch their purchases from one brand to another are low. 
5. Including Switzerland, Japan and Hong Kong, nearly all competitors have 
expressed dissatisfaction to their present market position and will continue to 
launch moves to bolster its standing at the expense of rivals. Switzerland 
introduced SWATCH watches to tackle the medium-range segment. Citizen 
and Seiko launched Noblia and Lassalle respectively to penetrate the high-end 
market. Hattori Overseas also launched 'Your Logo' series of watches to 
penetrate the OEM market. 
Threat of Product Substitution 
The wrist paging device as being researched, by AT&E corporation and the 
Swiss is unlikely to become a practical product and then a market success in the next 
few years. Therefore the threat of a product substitute is not very serious. However, 
it remains very important for all competitors to keep an eye on this product 
development. If it can really revolutionize the timepieces industry, then the lowest 
cost producers will be those market leaders in the present telecommunication industry. 
Nations that can produce those electronic components reliably and cheaply will have 
a cost advantage. Japan, Taiwan and Korea all leads Hong Kong in electronic 
technology and can easily beat Hong Kong in this new marketing war. 
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Potential Entry of New Competitors 
All developing countries are likely candidates of new competitors since the 
labor-intensive timepieces industry suits them well. However, in the next five to ten 
years，it is more likely to see the same players competing in the global market. 
Bargaining Power of Suppliers 
The key component in the timepieces industry is the watch or clock 
movement. Switzerland, Japan and Germany are the major suppliers. The export of 
movements is one major segment in their business for these countries. Therefore, 
although these movement suppliers are also timepieces manufacturers, it is unlikely 
that they will ever stop supplying the movements to other countries even when these 
countries compete for the same global market. Moreover, since the suppliers are 
similar in production capacity, no one is able to demand an exceptionally high price. 
On the contrary, price wars had broken in the past among Citizen, Seiko and 
Switzerland. As it had proved to be damaging to all parties, they are now competing 
on quality and other attributes rather than price. Consequently, the price for 
movements is stable in recent years and industry experts also expect that it will 
remain so in the next few years. Therefore the bargaining power of suppliers is not 
very strong in the timepieces industry. Nevertheless, these major suppliers limit the 
other competitors' ability to compete head to head for the same market segment. 
\ 
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Bargaining Power of Buyers 
In the timepieces industry, the OEM buyers and the incentives buyers have 
very large bargaining power since they can choose the product they want at the lowest 
price from numerous OEM manufacturers. These two customer groups squeezed the 
profit margin to the minimum. Only those timepieces manufacturers who target 
directly at the end user group can set a price at their own will to yield a reasonable 
profit margin. 
Strategic Implications 
From the previous discussions, it is obvious that rivalries among existing 
competitors and the bargaining power of buyers are the two strongest competitive 
forces. The next one is the bargaining power of suppliers that limits one's ability to 
compete directly with the suppliers who are also timepieces manufacturers. The 
strategic implications are as follows: 
1. Assembly-based manufacturers in Hong Kong and other Asian countries are 
unlikely to compete successfully against Japan, Switzerland and Germany for the 
same market segments. The chance will improve if they can source their 
movements elsewhere or they produce their own movements. 
2. A complete watch or clock manufacturer will increase his profitability if the same 
product can be sold directly to the end users. This implies having one's own 
brand names and own marketing channels. 
\ 
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3. A timepieces manufacturer will have his future profits reduced unless he can 
maintain a strong competitive edge in the original market segment. To maintain 
profit, he can also choose to move to new market segments or new markets where 
the competition is less intense. 
Strategic Group Mapping 
Switzerland and' Japan seem to be Hong Kong's direct competitors at first but 
a second look at their operating market segments reveal a different picture. Table 6 
compares the mean unit price of watches exported to the U.S. from Switzerland, 
Japan, Hong Kong and other parts of the world in 1988. The unit price of Hong 
Kong watches is at a fraction of that of Swiss watches. More that 75% of 
Switzerland's combined sales of US$715 million in 1984 are in the higher-priced 
models and the Swiss still holds 85% of luxury watch sales in 1984^°. Not until the 
introduction of SWATCH watches by SMH of Switzerland to penetrate the market 
for lower-priced watches, Hong Kong and Switzerland were operating in non-
overlapping market segments^^ The customers are different and each segment 
grows independently, not at the expense of the other segment. Therefore, 
Switzerland is not a major direct competitor of Hong Kong in the low end market 
even with the SWATCH watches that are selling at medium prices. 
Japan is also selling watches at an average price higher than Hong Kong 
watches by several US dollars. Hong Kong watches are in the low to medium price 
知"Swiss are Making a Comeback" in Watchmaker. Jeweller and Silversmith, June 1986，p.14-15 
31"A Last-Minute Comeback for Swiss Watchmakers" in Business Week, (November 26, 1984), p.139-142 
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range while Japanese watches are in the medium to high price range. Unlike the case 
with Switzerland, their markets overlap a lot and one may expand its sales at the 
expense of the other. 
Table 6 Comparison of Prices of Watches From Different Countries 
AVERAGE WHOLESALE UNIT PRICE OF WATCHES EXPORTED TO THE 
U.S.IN 1988 
Country • ‘ Value 
Switzerland $42.00 
Japan 16.60 





Source: U.S. International Trade Commission, reprinted in 1990 World Watch 
Almanac 
The customer groups that Hong Kong and Japan each serves are however， 
different. Japanese timepieces manufacturers sell either complete watches under their 
own brand names and/or chablons, including movements to other timepieces 
manufacturers. Many Japanese watchmakers sell their watches under their own 
distribution system. For example, Seiko and Citizen take care of about 80% of 
Japan's total watch production already^l Their customer group consists of the end 
users and other timepieces manufacturers. 
^^Nobuyuki Oishi, "Timepieces" in Japan Economic Almanac 1989, p.157-158 
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In Hong Kong, most watchmakers do not sell their timepieces directly to the 
final users and they have not established any distribution system in overseas markets. 
Most of Hong Kong timepieces are sold under private labels. The OEM buyers are 
the customers. In the U.S., Hong Kong's largest market, a substantial part of Hong 
Kong，s timepieces is used as premium items and giveaways and some are used as 
incentives. The incentives buyers are also Hong Kong's customers. Since the 
customer groups of Hong Kong and Japan are different, Hong Kong and Japan are 
competing only indirectly for the medium range market. 
The direct competitors of Hong Kong are actually the South-East Asian 
countries and the People's Republic of China. This is because Hong Kong and these 
countries belong to the same strategy group. All of them are OEM suppliers. These 
South-East Asian countries are Taiwan, Korea, Singapore, Thailand and Malaysia. 
From the above discussions, a strategic group map can be drawn. Using the 
price range as one dimension and the product type as the other dimension, the 
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Competitor Analysis 
In the following sections, the researchers will present the competitor analyses 
of Japan, Taiwan, Korea and other countries except the PRC which is discussed in 
the next chapter. 
Switzerland 
The estimated total watch production for Switzerland in 1991 was 93.5 million 
pieces, a 16% increase over 199033. This is due to 45 to 50% increased export of 
chablon to Thailand and Malaysia^*. Complete watch production has however 
remained about the same level as the previous year. Movements export has dropped. 
Thus, total sales seem to remain the same as in the previous year. In addition, the 
total export number of precious metal cased watches seems to have decreased about 
14% over the previous year^^. Figure 13 to Figure 15 summarizes the performance 
of Switzerland. In a recent report, Switzerland considered its market portfolio as 
I 
being well balanced and its position in the high-end segment well entrenched. 
Switzerland is the big brother in the technology and production of high-end 
mechanical watches. World famous brands of luxurious watches, such as Rolex, 
Longines, Patek Phillipe, Piaget, Phillip Chariol, etc., are all Swiss in origin. Other 
luxurious watch such as Cartier, no matter where they originally come from, must 
33"A Review of The World Watch Industry and Present Status and Outlook for the Citizen Group" in January 
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Figure 13 Swiss Watch Export in Value, Year 1970 - 1989 
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SUSS YATCH EXPORTS BY M J O E MARKET 11 VALUE, 1989 
Export in Million US Dollar 
0 1DQ 200 300 400 500 600 700 
Hong Kong _ 
U.S.A. — — — — — — — J — — 5 5 9 . 9 
Italy - 422.7 
feriran Fed. Rep. _ 327.4 
Japan — • 295.3 
France 2/5.5 
Singapore — — — 201 
United Kingdom — - — J - — - '79 
Spain — — 100.2 
Taiwan — — • 90.5 
Thailand — 52.4 
Saudi Arabia —丨丨 0.： 3 
United Arab Emir. — 5D.4 
i^ustna — 43.9 
\ felgium-Liix. — 37.2 
L Netherlands 一 37.1 
f) Canada 一 3 1 .6 
[ Malaysia — 30.7 
^ Sweden • 29.9 
^ Australia — 28.9 
Korea, Rep. of 26.3 
Qatar — 24.9 
Q-eece — 22.1 
VlrgfrHslands 睡 20 . 
kfexico - 16.5 
India - 16.2 
Kuwait • 15.3 
Denmark - 1^ -2 
Portugal _ 13.5 
PanafiQ • 13.3 
Other countries — 244.J 
Source: Federation of Swiss 他tch Industry, reprinted in 1990 World fetch Almanac 
Figure 14 Export Markets of Switzerland 
48 
S¥ISS ¥ATCH EXPORTS PERCE^TTAGES 
.'.BY CASE MATERIALCIN VALUER. 1989 
F^ec l oua metal a 〔 6 0 . 4 5 0 
^ ^ ^ ^ I I j 
E I©c t r op I a t a CIS . ISO 
Source : Federa l Ion o f t h e Swiss Va tch IndListry^ r e p r i n t e d in 1990 World Which Almanac 
Figure 15 Swiss Watch Export Percentage By Case Material 
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be made in Switzerland. Traditionally, Swiss watchmakers are famous for their 
exquisite workmanship and precision mechanics. Today, almost all top-end watches 
are still made by Swiss companies. 
Switzerland also exports a large amount of movements to countries where the 
watch industry was mainly assembly oriented. 
Due to the long history of watch production, the Swiss watch industry is a 
unique entity in the global market. Even Japan cannot compete directly with her. 
Reasons are manifold: First, the manufacture of mechanical watches requires a 
highly skilled workmanship that is somehow endowed with the tradition of a country. 
Second, the whole world is under the perception that high quality mechanical watches 
must come from Switzerland. This deep-rooted reputation helped Swiss made 
watches to stay in the market securely. 
Table 7 summarized the competitor profile of Switzerland. 
Japan 
Japan is the second largest exporter of watches and clocks in terms of volume. 
Japan Clock and Watch Association estimated that Japan produced 372 million pieces 
and exported 314 million pieces of them in 199 The figures represent an 
increase of 12% and 4% over previous year respectively^^. It accounted for 47% 





50 Table 7 Competitor Profile of Switzerland 
Competitive Scope 
- G l o b a l 
Strategic Intent 
- B e the dominant leader in the high-end segment 
- M a i n t a i n position 
Market Share Objective 
- E x p a n s i o n via penetration into medium-price watch segment 
Competitive Position/Situation 
- G e t t i n g stronger, on the move to lower-price segment 
Strategic Posture 
- A combination of offense and defense 
Competitive Strategy 
- M o s t l y focusing on the high end market 
- P u r s u i n g differentiation based on quality, service, technological 
superiority, image and reputation 
Total production amounted to 332 billion yen, a growth of 4% over the 
previous year^^ The production of analog watches alone topped 300 million pieces 
for the first time in 1991, an 11% increase over the previous year^ ^^ . Analog 





Figure 16 shows the Japanese watch and clock production by type in volume. 
Figure 17 shows Japan's timepieces markets. Japan has a well balanced market 
portfolio. It does not rely the performance of sales in one or two markets. 
The Japan Economic Almanac 1989 reported that the profit margins remain 
slim though, the production is rising. Many watchmakers are moving fast to shift 
production to low-cost foreign countries to improve their revenue structure. 
� 
The watch production in Japan concentrates on a few large manufacturers, 
namely Citizen, Seiko, Casio, Orient and Ricoh. Topping the list in terms of 
production volume is Citizen, which manufactured 166.4 million pieces in 1991"^ .^ 
It is the world's largest single watch producer and has more than a 20% share of the 
world watch market in 199143. Hattori Seiko Co. and Citizen Watch Co. take 
account for about 80% of Japan's total watch production拟. 
In recent years, almost the whole of these increases in output came in the form 
of movements rather than finished timepieces. Movements are exported primarily to 
Hong Kong, where watchmakers assemble the finished products with locally-made 
cases and bands for exports throughout the world. 
Japan targets at the medium to high-price market segments using the broad 
differentiation strategy，selling various models across a wide price range. Japanese 
watches and clocks are famous for their colorful and vivid designs. They are also 
able to sell some gimmickry watches at a retail as low as US$20 while their high-end 
items such as the Lassale series of Seiko are among the most expensives. 
«Ibid. p.6 
"Ibid. p.6 
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Their marketing effort also created a significant differentiation (imagery) for 
Japanese timepieces. Major Japanese watch companies almost all have service centers 
in the main markets to ensure an efficient maintenance and repair service for their 
customers. Citizen and Seiko spent almost 20 years and billions of dollars in 
advertising to build up their brands in the world market. They are now two of the 
most widely known brands in the world. Recently, the branding approach expands 
to licensing world famous labels to broaden the line of choices. YSL, Renoma，Elle 
and Anne Klein are some example brands. 
Japan is also leading in technology in a number of aspects. Casio introduced 
the first multi-functional watch to the world some ten years ago. 
Since mid-70, Japanese watchmakers had established many production bases 
overseas in search of low labor costs. Citizen currently produces 60 percent of its 
output at overseas facilities'^^ Casio has one plant in Korea and another in 
Malaysia. When the second exodus started in 1985, the Japan Machinery Export 
Association estimated that within 10 years no watches would be produced in Japan"^ .^ 
The move abroad to cushion the impact of the high yen is one aspect of 
Japanese watchmakers' recent strategies. Another is the emerging trend toward 
manufacturing high value-added watches, mainly for the domestic market. Mindful 
of their unhealthy dependence on the export market, the Japanese timepieces industry 
intends to re-channel some of its energy toward the home front. 
Since the profit margin is slim and the growth rate of the timepieces industry 
is not spectacular, all major Japanese watchmakers have diversified into other related 
Review of The World Watch Industry and Present Status and Outlook for the Citizen Group” in January 
1992 News Release of Citizen Watch Co. Ltd., p.3 
^Nobuyuki Oishi, "Timepieces" in Japan Economic Almanac 1989, p.157-158 
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industries. Citizen, Seiko and Casio have diversified into the high-growth 
information industry. Low labor costs in developing countries, such as the Republic 
of Korea and the PRC, make it impossible for Japan to follow the low-price route 
unless it eliminates labor costs altogether through flexible automation. From their 
strategic moves to produce offshore and to diversify their business, it is less likely 
that they will completely automate their watch production. 
Table 8 summarizes the competitor profile of Japan. 
Table 8 Competitor Profile of Japan 
Competitive Scope 
- G l o b a l 
Strategic Intent 
- B e the dominant leader in the medium-priced watch and clock segments 
and increase its rank in the high-end market segment 
Market Share Objective 
-Aggress ive expansion via acquisition in the high-end market and internal 
growth in the existing market segments. Increasing emphasis is placed 
on the new markets like China and India. 
Competitive Position/Situation 
- G e t t i n g stronger, on the move to penetrate both the low-end OEM market 
and the high-end market 
Strategic Posture 
- A combination of offense and defense 
Competitive Strategy 
- P u r s u i n g differentiation based on quality, technological superiority, 




Taiwan's major export item is clocks (50%) followed by watch parts 
(20%)47. Total value of exports netted US$330 million in 1991^1 Figure 18 shows 
the export value of timepieces from 1986 to 1990. Figure 19 shows the composition 
of the timepieces production. 
Taiwan has expressed their intent to overtake Hong Kong as the top volume 
producer. It has increased its competitiveness in recent years. In 1991 the top 200 
Asian suppliers considered Taiwan as the second most competitive exporter, followed 
by Japan third and China fourth in a recent survey. Comparing with other low-cost 
producers, Taiwanese watchmakers are more willing to invest heavily in R&D, 
computerization and production line automation. A growing number of makers are 
cooperating in technology transfer agreements with German and Japanese companies 
in an all-out effort to raise quality. Help is also available from the state-run 
Industrial Technology Research Institute (ITRI), which assists local firms in the 
development of brand names, and promotes various cost-cutting measures. In 
addition, the Ministry of Economic Affairs' Medium and Small Business 
Administration has been working to establish a loan program to help makers develop 
advanced watch movement technology and to automate production. The financial 
assistance will encourage even small firms to conduct research on improving quality. 
…Industry Outlook '92" in Asian Sources Timepieces, January 1992, p. 122 
^^Asian Sources Timepieces 1991 Industry Outlook, p.20-25 
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Taiwan's Exports of Timepieces in 1991 
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Figure 19 Composition of Taiwan's Timepieces Exports 
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The industry is facing many problems. Although the dial industry holds a 
80% share of the world markef^^ it is struggling with a lack of technical expertise 
to move up-market. Production costs, too, are extremely high relative to the quality 
of output achieved. Many Taiwan watch companies, and especially dial 
manufacturers are turning to China as a solution to problems of labor shortages and 
high wages at home. Guangdong and Fujian are predicted by a number of major dial 
makers to overtake Taiwan as an exporter with the next three years. 
Table 9 summarized the competitor profile of Taiwan. 
Table 9 Competitor Profile of Taiwan 
Competitive Scope 
- G l o b a l 
Strategic Intent 
- O v e r t a k e Hong Kong 
Market Share Objective 
- E x p a n s i o n via internal growth 
Competitive Position/Situation 
- S t u c k in the middle, not pursuing low cost leadership actively or going 
for differentiation with a clear target market 
Strategic Posture 
- M o s t l y defensive 
Competitive Strategy 
- S t r i v i n g for low cost leadership 
« Economic Yearbook of Republic of China, 1989，p.624 
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Korea 
Korea is a newly developed exporter of watches and clocks. In 1990，it 
exported US$201 million timepieces^®. Figure 20 shows the exports of timepieces 
by product type. The export figures are declining in recent years because of quality 
problems and delivery delays caused by inadequate port facilities. As they cannot 
compete with the PRC on cost, they plan to produce high-end models that are of 
German-level quality. Table 10 summarizes the competitor profile of Korea. 
Table 10 Competitor Profile of Korea 
Competitive Scope 
- G l o b a l 
Strategic Intent 
- M o v e up a notch or two in the industry rankings 
Market Share Objective 
- S t r e s s profitability, not volume and is willing to give up market share to 
maintain short-term profitability 
Competitive Position/Situation 
-S t ruggl ing ; losing ground 
Strategic Posture 
- M o s t l y defensive 
Competitive Strategy 
- P u r s u i n g differentiation in the future based on quality 
知Asian Sources Timepieces 1991 Industry Outlook, p.26-29 
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Korea‘s Exports of Timepieces In 1991 
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Figure 20 Composition of Korea's Timepieces Exports 
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Thailand, Singapore and Other Asian Countries 
The production volumes from these countries are still very low. Figure 21 
shows the percentage shares of these countries in Asia's timepieces export. 
Singapore's timepieces export was US$251 million in 1990. Figure 22 and 23 show 
the types of products they produce. In the "Top 200 Survey," most buyers and 
suppliers viewed that Thailand and Malaysia will grow into large manufacturing bases 
soon. This is due to direct foreign investment by Switzerland, Japan, Hong Kong and 
perhaps Taiwan to take advantage of the cheap labor. 
Singapore is also a newly developed exporter of watches and clocks. It enjoys 
the competitive advantage of fast and efficient delivery because of its port facilities 
and the ability to exploit cheap labor supply of Malaysia which significantly reduced 
production cost. However, fluctuation in currencies of Singapore's major markets 
(Middle East, Australia, Europe) spurs price cut which hurts the industry especially 
the low-end categories. 
As these competitors are very alike, Table 11 represents the competitor profile 
for all of them. 
\ 
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Singapore‘s Export of TimepiecGS 
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Figure 22 Composition of Singapore's Timepieces Exports 
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Thailand‘s Exports of Timepieces 
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Figure 23 Composition of Thailand's Timepieces Exports 
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Table 11 Competitor Profile of Thailand, Singapore and Other Asian Countries 
Competitive Scope 
- G l o b a l 
Strategic Intent 
- M o v e up a notch or two in the industry rankings 
Market Share Objective 
- E x p a n s i o n via internal growth 
Competitive Position/Situation 
- G e t t i n g stronger as predicted by a recent survey 
Strategic Posture 
-Conservat ive follower 
Competitive Strategy 
- S t r i v i n g for low cost leadership 
\ 
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Key Success Factors of the Industry 
Competitive advantage can be won by concentrating on being distinctively 
better than rivals in one or more of the industry's key success factors (KSFs). The 
results in a recent survey give clues to the key success factors of the timepieces 
i n d u s t r y � � T o p 200 suppliers were asked to rate the importance of 15 factors in 
increasing the marketability of their products. OEM buyers were also asked to rate 
• ” i 
the importance of 15 factors in evaluating a potential supplier. Prompt delivery and 
product quality are the most important factors. Figure 24 and 25 show the results. 
To achieve prompt delivery, product quality and other mentioned important factors 
in the "Top 200 Survey," the factors shown in Table 12 should be the key success 
factors. The possession of these KSFs is vital to market success in the OEM and 
incentives market which Hong Kong targets at. 
Industry Prospects and Overall Attractiveness 
From the previous discussions, the researchers conclude that the industry 
overall attractiveness is diminishing because: 
- The industry's growth potential is low in the major markets. 
- The competitive forces are unfavorable to the competitive structure. 
- The strong seasonality of demand, the economic recession and the increased 
volatility of consumer preferences increase the difficulty of the business. 
- The industry's overall profit prospects are on the decline. 
""Industry Outlook，92" in Asian Sources Timepieces, January 1992, p.70 
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FACTORS FOR INCREASING PRODUCTS‘ MARKETABILITY 
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70 Table 12 Key Success Factors of The Timepieces Industry 
Manufacturing-Related KSFs 
- Q u a l i t y of manufacture (little defects, less need for repairs) 
- L o w - c o s t plant locations 
• Access to adequate supplies of skilled labor 
- H i g h labor productivity 
-Flexib i l i ty to manufacture a range of models and sizes and take care of 
custom orders 
Distribution-Related KSFs 
- F a s t delivery../ ‘ 
Marketing-Related KSFs 
- A c c u r a t e filling of buyer orders (few orders or mistakes) 
- B r e a d t h of product line and product selection 
-At t r ac t ive styling and packaging 
Skill-Related KSFs 
- Q u a l i t y control know-how 
- D e s i g n expertise 
Organizational Capability 
- A b i l i t y to respond quickly to shifting market conditions 
- M o r e experience and managerial know-how 
Other Types of KSFs 
- F a v o r a b l e image with buyers 
- O v e r a l l low cost (not just in manufacturing) 
To serve the end-user group, other key success factors such as brand name 
and brand image, effective marketing channels should be included. 
\ 
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The growth potential for the low end market is worse in the major markets 
because the customers are going up-market for quality products. In these major 
markets, the demand for quartz analog watches remains strong. Therefore, the 
industry prospects are better in the new markets and also in the higher end, quartz 





SITUATION ANALYSIS FOR HONG KONG AND THE PRC 
TIMEPIECES INDUSTRY 
Before we can craft competitive strategies for Hong Kong and the PRC, we 
must conduct a situation analysis for each of them. The situation analysis involves 
the following tasks: 
1. Evaluating how well the current strategy is working. 
2. Doing a SWOT analysis. 
3. Evaluating the industry's cost position relative to competitors. 
4. Assessing the industry's competitive position and competitive strength. 
5. Determining the strategic issues and problems the industry needs to address. 
Situation Analysis of Hong Kong's Timepieces industry 
Evaluation of the Present Strategy 
Hong Kong is no longer the lowest cost producer. However, the evolution of 
Hong Kong's timepieces industry is still a vivid example of how the low cost 
leadership strategy can be pursued and be a successful strategy. With a lower labor 
and land cost and highly productive labor force，Hong Kong began with assembling 
\ 
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components for Swiss, Japanese and the U.S. watchmakers. The industry was very 
soon able to assemble complete watches and clocks on its own and sold the products 
to OEM buyers. The Swiss and the Japanese watchmakers had not paid much 
attention to this customer group because of its lower profit margin. In addition, the 
labor-intensive nature of the timepieces industry gave a sustainable cost advantage to 
Hong Kong over Switzerland and Japan. Therefore, Hong Kong was able to prosper 
in the high volume, low end market. 
In the last three decades, the timepieces industry has grown tremendously. 
The value of domestic exports of watches and clocks was only $17 million in 1960， 
but had grown at 26.4% average annual rate to $19,133 million in 1990^ .^ Hong 
Kong has been the world's largest volume exporter of watches since 1978 and was 
once the world's largest exporter of clocks between 1982 and 1989 (both in terms of 
quantity). Figure 26 shows the evolution of export from 1980 to 1989 and Figure 27 
shows the percentages of various export items. 
In the past few years, the industry is experiencing a slowdown in growth. Its 
performance in the traditional markets was deteriorating. Figure 28 shows that the 
percentage share of Hong Kong's watches in the U.S. market was declining over the 
years. As discussed in Chapter II，the low end segment in the traditional markets are 
nearly saturated and the customers are moving up-market. The low end market is 
becoming less attractive and there are doubts whether the industry's exports will pick 
up again when world trade gradually recovers. In addition, the cost advan^Xxge that 
Hong Kong so far enjoys is being eroded away rapidly by rising labor and land cost. 
Other lower cost producers are rising fast and Hong Kong will be increasingly 
公Hong Kong's Manufacturing Industries 1990, p.67 
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Hong Kong‘s Exports of Timepieces 
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Figure 27 Composition of Hong Kong's Timepieces Exports 
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difficult to maintain low cost leadership. It is high time for the industry to look at 
where it should go in the future and then try hard to reach there as soon as possible. 
SWOT Analysis 
Potential internal strengths 
Core competencies in marketing, prompt delivery and flexibility 
Hong Kong's watch and clock manufacturers are well-known for their 
responsiveness, versatility, reliability and efficiency. The industry consists of small 
and medium-sized factories. Figure 29 shows the sizes of the factories. About 50% 
of the factories employed less than 10 people and about 90% of them employed less 
than 50 people^l These small and medium-sized operations link closely with the 
bigger factories through an efficient network of subcontracting processing 
arrangements. The industry is thus very flexible and can respond swiftly to changes 
in external demands. 
The industry is also assisted by a host of adequate to proficient ancillary and 
supporting industries such as the manufacture of watch bands, optical glasses and 
batteries, and the electroplating industry. For example, many overseas buyers come 
to Hong Kong companies for electroplating because it can be effected in as little as 
24 hours. Prompt delivery is therefore possible. 
""Industry Outlook，92" in Asian Sources Timepieces, January 1992, p.78 
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Figure 29 Size of Timepieces Manufacturing Firms in Hong Kong 
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As an international business center and an export-dependent economy, Hong 
Kong excels in the ability to change quickly to meet changing consumer taste - a key 
factor to upgrade international reputation. The industry is able to keep to with 
international product trends, apart from introducing their own designs. 
Well regarded by buyers 
Besides prompt delivery and flexibility, the local watchmakers have 
increasingly realized high quality standards and have built buyers' confidence in Hong 
Kong products. Many manufacturers have Japanese quality control systems in place 
and are training staff in high standards of production. Even with increasing outward 
processing in the PRC, the industry is able to maintain quality. Supervisory staff is 
sent from Hong Kong to keep a constant tab on the quality level and to instill in the 
mainland workers an awareness of international quality standards. Many companies 
also run back-up quality control tests in Hong Kong before shipment. Consequently, 
Hong Kong is highly regarded by the buyers. In the "Top 200 Survey," even the 
competitors admitted that Hong Kong was the most competitive exporter in 1991^4. 
Proximity to an abundant cheap labor market 
Many Hong Kong manufacturers have responded to rising labor costs and 
recruitment difficulties in Hong Kong by shifting labor-intensive and low-value-added 
production into China, particularly Guangdong province, to take advantage of China's 
只”Industry Outlook，92” in Asian Sources Timepieces. January 1992, p.64 
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lower land and labor costs. Table 13 shows that 34.5% of the 1991 watches and 
clocks exports of surveyed companies is made in China^^ This northward migration 
of production plants helps the industry to maintain the cost advantage over Taiwan 
and Korea. The production process can also be monitored closely to meet quality 
standards and delivery schedules. 
Table 13 Country of Origin for Hong Kong's Exported Timepieces 
% Distribution of Watches and Clocks Exports of Surveyed Companies 
% Share in 1991 
Made in Hong Kong 57.2 
Made in China 34.5 
Made in Third Countries 8.3 
Other Asian Countries 3.2 
Outside Asia 5.1 
Proximity to a large consumer market with high growth potential 
The PRC is a very large consumer market in the world for watches and 
clocks. The use of clocks and wrist-watches has spread rapidly throughout the 
countryside since 1979. Surveys showed that every hundred peasant families owned 
163.64 clocks and wrist-watches in 1985，as against 51.75 in 1978^^ In 1987, the 
national watch ownership was only 29%. Not only Hong Kong is closest to the 
^^Survev on Hong Kong Domestic Exports, Re-Exports and Triangular Trade, p.6 
^Information China 1990, p.802 
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market，the fact that Hong Kong's special relationship with China also gives the 
industry definite advantages over other competitors in penetrating this market. 
Potential internal weaknesses 
Over-dependence on several traditional markets 
The major five markets for Hong Kong are USA, China, West Germany, 
United Kingdom and Japan. In 1960 these five major overseas markets accounted for 
54.1% of Hong Kong's total domestic exports; in 1990 they accounted for 69.7%^^. 
Figure 30 and 31 show clearly the over-dependence on the major markets. The 
performance of the industry is adversely affected whenever the economic conditions 
become worst. Moreover, all the major markets except China are mature and the 
customers are moving up-market. The growth potential for low-priced timepieces is 
low. 
Lagging behind in production technology 
Arguing that automation limits flexibility and requires large capital investment, 
large factory premises and sophisticated technical support whilst the size of orders for 
a specific design is usually not large, many local watchmakers view that it is 
impractical and uneconomical to go for complete automation. Other factors such as 
the small size of the factories, the thin profit margin of the industry and the political 
幻Hong Kong Manufacturing Industries 1990, p.77 
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HONG KONG 'S DOiSTIC EXPORTS OF COMPLETE CLOCKS 
IN VALUE BY MAJOR COUNTRIES IN 1987, 1988 AND 1989 
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uncertainty also contributes to the reluctance of manufacturers to re-invest in 
equipment in recent years. Consequently, the technology level of the industry is 
gradually lagging behind other competitors. For example, the parts industry still 
employs a semi-automated production process, using machinery only to cut metal 
sheets and the rest is done manually. 
Lack of key skills in producing movement and module parts 
Since the watchmakers lack the expertise and technical knowledge to 
manufacture most of the precision and sophisticated parts used in the manufacture of 
movements and modules, the industry is principally an assembly industry. Therefore 
the local timepieces industry relies heavily on the imports of parts like chips, quartz 
crystals and LCD displays, used in the manufacture of watch and clock movements 
and modules. The watch movements are mainly imported from Japan, Switzerland, 
Germany, or France. The clock movements are mainly from Japan, Taiwan, USA 
and Germany. As a result, the industry suffers from several disadvantages: 
- The industry is vulnerable to price fluctuation and interruptions or delays in 
the supply of parts and semi-manufactures. 
- The industry has insufficient weapons to compete head to head with Japan, 
Switzerland and Germany since they are the industry's suppliers. 




Over-dependence on OEM sales 
The industry has grown by serving the OEM market. However, this reliance 
on OEM sales as the main source of income has also handicapped the development 
of the industry. The watchmakers did not learn how tn establish their own 
distribution networks and how to promote their own brand watches. Moreover, the 
watchmakers will not compete with their customers in the same territory. They 
clearly know the profit margin is very thin for OEM sales but they dare not offend 
the OEM buyers and start to sell the complete watches under their own brand names. 
Shortage of labor and experienced product designers 
There has been a high turnover rate of both general operational staff and 
professional technicians in recent years. The industry is facing a shortage of labor 
of both the operative and design level. Since good product designs and quality are 
important to the industry, this is a weakness that we must not ignore. 
Rising labor and land costs 
As the labor and land costs are rising, Hong Kong is no longer the lowest 
cost producers of timepieces. Average wage in Hong Kong for draftsmen was 
HK$202 per day (as of March 1990) and it was HK$5651 per month for 
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miscellaneous workers^^ Other South-East Asian countries all have the advantage 
of lower labor and land costs. 
Political uncertainty 
The political uncertainty has aggravated the problems of labor shortage and 
reluctance in re-investment capital equipment. 
Potential External Opportunities 
Serve The End-user Customer Group 
Although there are many foreseeable difficulties in marketing timepieces to the 
end-user group, it nevertheless represents an attractive opportunity to increase profit 
margin dramatically. 
Increase sales in new markets or segments 
The over-dependence on exports to North America and Western Europe in the 
past implies that the industry has not fully explored the high volume, low end market 
of other geographical regions. Therefore it is very possible that Hong Kong can 
achieve at least the same percentage market share in other regions as it has achieved 
in the major markets. As these markets all have lower GNP than the traditional 
邻Hong Kong International Watch and Clock Conference，90, Appendix 1 
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markets, the growth potential for low-end market is better. For example, Citizen 
pointed out that Africa welcomes digital LCD watches. This presents a very 
attractive market to Hong Kong because it is self-sufficient in producing digital LCD. 
Falling trade barriers in attractive foreign markets 
The East European countries and the CIS (former USSR) are easier to enter 
now. Although Japan casts doubts on the market potential of these two markets, they 
nevertheless represent a very large market for low-priced timepieces. Since people 
in lower GNP countries are more price elastic, low-priced watches and clocks will 
sell better in these countries. As Japan and Switzerland show less interest in these 
countries, this presents a very good opportunity for Hong Kong to dominate in this 
market without fierce competition. 
Reducing barrier of entry to higher end market segment 
The gradual acceptance of the ISO 9000 series of standards throughout the 
world is an opportunity for Hong Kong. It can take this chance to go up-market and 
compete with Japan and Switzerland for medium to high price watches. Without 
international standards, the customers can only trust the brand name for quality 
watches. Now, the customer will accept any watch that satisfies the ISO 9000 
standard as a quality watch. 
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Possible success of the new country-of-origin rules 
With effect from January 1991，Country-of-Origin rules have permitted local 
watch manufacturers to display on a locally-assembled watch the name of the country 
from which its watch movement originates. Hong Kong watchmakers say the new 
country-of-origin rules will boost exports by 20%-40%. This will give the colony's 
$1.9 billion watch export industry an opportunity to challenge the Swiss, the world's 
•、’ i , 
largest watch manufacturer in value terms. Japanese watchmakers joined 
watchmakers from five European countries in opposing the law on the basis that it 
could make them liable for foreign products with defects in the watch mechanisms. 
The issue will be resolved in the Uruguay round of trade negotiation and Hong Kong 
may still be able to benefit from the new country-of-origin rules. 
Forward and backward vertical integration 
Since movement production has become a sunset industry in Europe, it is now 
much easier to acquire movement factories in Switzerland and France. By doing so, 
the local watchmakers can drastically reduce the bargaining power of the suppliers 
who are also competitors. The European timepieces industry is also undergoing a 
process of consolidation and shake-outs as the market is mature. Therefore, it is a 
good time to acquire some less famous but well established European brands. The 
acquisitions not only pave a relatively easy path for the local manufacturers to move 
up-market but also give them access to new distribution networks and skilled artisans. 
Many large timepieces manufacturers in Hong Kong have already followed this route 
\ 
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and they are selling their own brand watches. For example, the Stelux Group 
acquired Swiss watchmakers and National Electronics acquired a French movement 
factory. Solvil et Titus, Carven and Cyma are examples of the acquired watch 
brands. 
Potential external threats 
Rapid rise of lower-cost foreign competitors 
The dominance of Hong Kong's timepieces industry has diminished. Other 
countries, particularly the newly industrialized economies of South East Asia, are able 
to produce high quality and high-tech products at a short time due to rapid 
technological advances and increased automation. In the "Top 200 Survey," many 
suppliers still predicted the territory to retain its dominant position in the future, but 
competition will surely get stiffer because the difference in competitiveness is 
reduced. 
Slower market growth of the low end segment 
The slower growth of low end segment in the traditional markets will increase 
competition and reduce the thin profit margin further. Many clocks and watchmakers 
predict that there may be price wars within the next two to three years. 
\ 
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Possible adverse shifts in trade policies of foreign govermnents 
The worldwide recession has increased the likelihood of increased import 
quotas and tariff barriers in other countries. The European Economic Community 
may become a Fortress Europe instead of an open and united Europe. 
Vulnerability to recession and business cycle 
• I f 
As a small open economy, Hong Kong is always more sensitive to any 
changes in the international political and economical conditions that affect trading 
conditions, or shifts in market and product demands. The OEM sales are highly 
seasonal and the industry is more vulnerable to economic recessions than Japanese 
and Swiss counterparts. Since the world economy has not yet recovered, Hong Kong 
will suffer more than many of its competitors. 
Strategic Cost Analysis and Competitive Strength Assessment 
In 1985, the labor costs accounted for 60% of the operating costs (excluding ~ 
purchases of materials, supplies and other industrial services). Other expenses, 
including rents for buildings, rentals for machinery and equipment, and interest 
payments accounted for the remaining 32% of operating costs in 198559. In 1988, 
沖Hong Kong's Manufacturing Industries 1990，p.75 
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purchases of materials and supplies accounted for an overwhelming share of 85.3% 
whilst labor costs shared 9.4% of the gross output^o. 
Hong Kong has maintained its cost advantage by pursuing a 2-pronged 
strategy. It relocates assembly into the southern part of the Peoples' Republic of 
China where labor is cheap and puts more emphasis on the luxury end of the market. 
The better infrastructure of Hong Kong and the existence of proficient ancillary and 
supporting industries also helps the timepieces industry to keep inbound transportation 
costs and outbound shipping costs low enough to remain cost competitive against 
other low cost producers. However, further cost reduction is only possible if cheaper 
raw materials and components such as movements can be bought or produced. 
As can be seen in Figure 10 and 11 presented earlier, Hong Kong had the 
strongest competitive strength in 1991 but others will soon catch up in 1995. The 
study result is only applicable to the high volume low end market where most of the 
sales are OEM sales. In the medium range and high end watch segments, Japan and 
Switzerland are undoubtedly the leaders respectively. 
Strategic Issues Facing the Industry 
Management of the unbalanced product portfolio 
Hong Kong is the largest volume exporter of watches but most of them are 
low-priced models. Separating the industry's exports by product type and then put 
each business into the growth-share matrix, we get Figure 32. We find that the 
^Hong Kong's Manufacturing Industries 1990, p.67 
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industry has an unbalanced portfolio. The electronic digital watch segment is the 
"cash cow" while the segment of quartz analog watch remains as a "Question Mark." 
Market for quartz analog watches shows a high growth rate (more than 10% 
annually). However, Japan dominates this segment. Japan alone accounts for 68% 
of world production of this category^^ The mechanical watch segment is never an 
important sector in Hong Kong's timepieces industry and only expensive Swiss 
watches can dominate in this virtually no growth market and enjoy a large profit. 
Hong Kong is only the market leader in the digital LCD watch segment. 
There are two problems with this unbalanced portfolio. First, the cash 
generating capability of the "cash cow" is unstable and is on the decline. Since the 
low-end models generally have lower profit margin than higher-end models，this 
segment is very vulnerable to global price fall and fluctuating exchange rates. In the 
past, the small profits are sometimes wiped off by price increase of components 
imported from Switzerland and Japan due to unfavorable exchange rates. The price 
of LCD watches has also fallen dramatically. The average unit price of digital 
watches dropped from about US$4.90 in 1980 to around US$0.99 in 1989^1 The 
price drop is in part due to a decline in material cost, but mainly due to competition. 
The vast number of local watch manufacturers and the oversupply of digital watches 
have resulted in price wars. Competition from overseas producers especially Japan 
has exacerbated the situation. The unit price of LCD watches has tumbled and the 
profit margin has declined sharply. 
"A Review of The World Watch Industry and Present Status and Outlook for the Citizen Group" in January 
1992 News Release of Citizen Watch Co. Ltd. 
"^Modern Jeweler's 1990 World Watch Almanac, p.28 
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Figure 32 Growth Share Matrix Showing Hong Kong's Situation 
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Second，the digital LCD watch segment is shrinking in the traditional markets. 
In the digital LCD watch segment, all competitors primarily compete on cost. With 
increase competition from lower cost overseas competitors, this watch segment may 
turn into a "dog" for Hong Kong if cost reduction is not progressively done. 
The unbalanced portfolio shows that although Hong Kong claims to be the 
world's largest exporter of complete watches, it does not occupy a firm winning 
position. The industry has to try very hard to sustain its present competitive 
advantages in the digital LCD watch segment to keep the "cash cow" from ending as 
a "dog." The quartz analog segment which is still a "star" must be actively 
developed as a future "cash cow". 
Penetration into new markets 
Previous discussions have shown that the PRC, the CIS (former USSR) and 
India represent more attractive markets, especially for low-priced models. Therefore, 
the Hong Kong timepieces industry must seriously consider penetrating these markets 
soon to enjoy first-mover advantage and dominate the low end market segment. 
Management of short product life cvcle and increased quality awareness 
Rapid changes in consumer demand and increasingly fragmented consumer 
product markets are making stable products and high inventory largely obsolete. 
Quality, flexibility, responsiveness and customer service are becoming increasingly 
important. The future prosperity of the industry will require continuous product 
\ 
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upgrading and market diversification. The timepieces industry must achieve a 
technological level that will enable them to move into high value-added and 
innovative merchandise. Otherwise, the local watchmakers may one day find 
themselves unable to compete on cost against the lower-cost producers in developing 
Asian and South East Asian economies. At the same time, they may find themselves 
unable to compete against the other Asian Newly Industrialized Economies (NIEs) 
that employed technologically more advanced manufacturing processes. 
Situation Analysis of the PRC's Timepieces industry 
An Account of the PRC's Timepieces industry 
History 
Founded in the 50's, the PRC's timepieces industry has more than 30 years 
of history. In the past, the PRC could only produce mechanical wooden clocks and 
mechanical alarm clocks. Now it can produce more than 30 kinds of clocks. The list 
includes transistor quartz clocks, torsional pendulum quartz desk clocks，console 
model art pendulum clocks and all kinds of clocks for industrial and other 
departments. Aviation clocks, car clocks, earthquake clocks and oil drilling well 
clocks can also be produced. For watches, the country could at first produce only 
mechanical men's watches but now it can produce not only women's watches but also 
V 
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calendar, double-calendar, automatic watches, thin-type watches and quartz and digital 
watches63. 
Figure 33 and 34 show the PRC's production and consumption of watches 
respectively. 
Industry structure 
The PRC's timepieces industry comprises 242 clock and watch producers with 
2，179,000 employees^. These state-run enterprises distributed across nine major 
production centers, namely Shanghai, Tianjin, Beijing, Jiangsu, Shandong, Liaoning, 
Guangdong, Xi'an and Chongqing. Additionally, there are 500 assembly plants and 
numerous Sino-foreign joint ventures in the South of the country. 
Strategic industry for development 
Following the "Open Door Policy" in the past decade, the government gave 
consumer goods production top priority over other sectors of the economy. From 
1981 to 1985，the government scheduled the production of bicycles, sewing machines, 
wristwatches, clocks to increase by 100-200%^^ The PRC's watch production now 
ranks fourth in the worlcP. 
"Chung-kuo Pai Huo Shang Yeh, 1989 (Chinese text), p.165 
'^People's Republic of China Yearbook 1990/91, p.207 
"Almanac of China's Light Industry, 1986 (Chinese text)，p.48 
""Industry Outlook，92" in Asian Sources Timepieces, January 1992, p. 179 
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The labor-intensive timepieces industry suits the country's conditions very 
well. Therefore the latest chapter of China's economic master-plan has declared the 
industry as an area with high profit potential, and ripe for development. The seventh 
Five-Year Plan scheduled that the watches and clocks industry had to reach a 
technology level similar to that of the developed countries at the end of the 70s or 
early Sophisticated production technologies from countries such as Japan, 
Switzerland and Germany are imported. One of the goals of this large-scale 
modernization throughout the industry is self-sufficiency in the complete long run. 
The government will introduce Japanese quartz movement manufacturing equipment, 
electroplating machinery from Switzerland and other IC production technology to the 
industry. 
The modernization programme is implemented by selecting some key 
enterprises for technological renovation, entitling them to special funding and the 
right to bring in equipment and technology from overseas. For example, the Tianjin 
Watch Factory is set with the target to attain in 1995 the world standards of 
production of the late 1980s68. In Shenzhen, the industry schedules to develop 
CMOS ICs, watch diamonds, quartz movements and cases. The industry's work 
force will be raised to around 200,000, and the local government can arrange 130 
more joint ventures and cooperation projects with foreign investors69. The current 
Five Year Plan provides for the equipping of all major state-run factories with 
computerized design and manufacturing technology. 
幻Almanac of China's Light Industry, 1987, p. 123 
Industry Outlook，92” in Asian Sources Timepieces, January 1992, p.179 
的Ibid.，p.179 
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"We are aiming to make our mark on the international market in the coming 
year by updating technology across the board, stepping up reform of the appearance 
and quality of our timepieces and increasing outside communication and cooperation," 
said Mr. Z.X.Chen, the Chairman of the China Watchmakers Association?�. 
Foreign direct investments also help to upgrade the industry. Some analysts 
predict that foreign watchmakers will eventually bring their expertise to China to 
perform all labor-intensive processes, including stamping, surface treatment, printing 
and cold welding. '' 
Although the same level of technology as exists elsewhere in the world can be 
found in China, the existing problem lies in finding the people who know how to use 
it. The industry keeps on sending personnel abroad for training and inviting 
foreigners to China to teach. 
Increased awareness to product quality 
The government encourages the PRC's industries to improve their competitive 
position in the world market and facilitate the socialist modernization and 
improvement of the living standards of its people. In 1979 the government 
established a system of evaluating industries and granting awards to those that 
contributed most to improving the quality of their products and increasing 
productivity. The program, administered by the State Economic Commission, is 
called the Regulation of the Peoples' Republic of China on Granting Awards to High-
Quality Products (or National Quality Prize). Eligibility depends on the product's: 
'""Industry Outlook，92" in Asian Sources Timepieces, January 1992，p.178 
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- r e l i a b i l i t y and suitability for the intended purpose, 
- compliance with quality standards, 
_ first-place ranking in quality competitions, and 
- c a p a b i l i t y of being mass produced in a way that quality will steadily improve. 
There are 15 factories entitled the National Second-Class Enterprises in the 
timepieces industry. The "Polaris" quartz clocks made by the Yantai Wooden Clock 
Factory has elected as the state quality product and won the national silver medal. 
Six brands of quartz clocks and 11 brands of quartz watches have been chosen as the 
quality products by the Light Industry Ministry and 22 new products have won the 
best new product awards from the ministry'^^ 
Increased emphasis on market economy 
The Chinese government abolished all subsidies to foreign trade corporations 
(FTCs) in January 1991 to foster open competition and thus encourage greater 
production efficiency??. Factories running at a loss are forced to bankrupt. For 
example, the Beijing Watch Factory was recently sold to the Tung An Consortium to 
be converted to a large department store. To cushion the effect of the loss of FTCs 
and to keep export prices competitive, the Government has devalued the Renminbi 
by nearly 14 percent since November 199(P. In addition, all exporting firms 
regardless of regional location are now allowed to retain 80 percent of foreign 
^^People's Republic of China Yearbook 1990/91. p.207 
•""New policy in China may improve service and ensure delivery" in Asian Sources Timepieces, June 1991, 
p .370-371 
•""Industry Outlook，92" in Asian Sources Timepieces, January 1992，p. 182 
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exchange. Some 20 percent will go to the central government, 10 percent to the local 
government and the rest to the production unit?*. Foreign exchange earned by the 
firm can either be reserved for future development or converted into Renminbi in an 
official gray market "swap center. 
Watches and clocks export 
Although China is striving to boost exports, the bulk of timepiece output 
nonetheless remains destined for domestic consumption, with only one eighth reaching 
foreign markets. In 1986，the production volume of PRC ranked fifth in the world 
and generated a tax revenue of 17.6 billion renminbi for the government. However, 
the revenue from export was less than 0.05 billion US dollars?，. 
In the past, all export watches were first bought by the government. The 
factories had no autonomy in exporting watches themselves. In 1986，the government 
permitted the Shanghai Wristwatch Factory, Tianjiri Wristwatch Factory, Shanghai 
Clock Factory and Yantai Alarm Clock Factory to become one of those export based 
firms of electromechanical products. Moreover, 13 more clocks and watches 
factories granted more autonomy rights in export their products. Today, there are 
seven enterprises specializing export clocks and watches and 26 enterprises enjoying 
decision-making power in foreign traders. 
Ibid., p.182 
7，Almanac of China's Light Industry, 1986, p.140 
冗People，s Republic of China Yearbook 1990/91, p.207 
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Increase Tie with Hong Kong 
After the adoption of its，Open Door' policy in 1978，there are growing 
number of compensation trade and outward processing arrangements between Hong 
Kong and China, especially in Pearl River Delta Region and the Shenzhen Special 
Economic Zone. The southern China has virtually become Hong Kong's production 
backyard with as much as 90 percent of components manufacture and complete watch 
and clock assembly carried out there. Therefore, trade figures show that Hong 
Kong's domestic exports to China increase steadily. Its share of Hong Kong's 
exports rose from less than 1% in the 1960s and 1970s to 21.0% in 1990，and it is 
now Hong Kong's second largest export market. The value of domestic exports to 
the PRC has increased at an average annual growth rate of 31.4%, from HK$13 
million in 1960 to HK$47，470 million in 1990. In return, these outward processing 
activities help to boost the PRC's exports dramatically. In 1990，the figure rose to 
US$1,045 million, accounting for 14% of Asia's timepieces exports. Eighty percent 
of these exports were shipped to Hong Kong”. 
Evaluation of the present strategy 
Excluding those foreign investments, the industry is adopting a focus cost 
strategy, selling some basic watch models to OEM buyers at very low cost. As 
described in earlier paragraph, the performance is not good and only one eighth of 
its production reached foreign markets in 1986 earning less than 0.05 billion US 
^Hong Kong's Manufacturing Industries 1990, p.69 
\ 
104 
doUars78. This focus cost strategy fails for the timepieces market as customers 
prefer differentiated products to suit their different lifestyles. The PRC also realizes 
its present dangerous position. It has the strategic intent of expanding its product line 
to follow the broad cost strategy. Its chance of success in pursuing the broad cost 
strategy has. to be examined by carrying out a SWOT analysis. 
SWOT Analysis 
Potential internal strengths 
Access to economies of scale 
Since the PRC has a very large internal market, it can build up large 
cumulative production volume in short time and achieve the required experience curve 
effect to compete with international rivals. Therefore, it can concentrate on matching 
those product attributes that the competitors' products possess. 
Shield from strong competition in domestic market 
Imports of watches are restricted goods and even joint ventures are only 
permitted to sell up to 30% of its production in the A large volume of 
watches is continuously being smuggled from some foreign owned factories into the 
78Almanac of China's Light Industry, 1986，p. 140 
79Almanac of China's Light Industry, 1990, p.79 
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domestic market. Since they are of better design, the domestic models are not selling 
well. In 1991，China's Ministry of Light Industry recommended a 200 percent levy 
on imported components and foreign-made watches sold in the domestic market^ ®. 
It is obvious that the industry will be protected from foreign threats by the 
government, Although the increasing emphasis on market economy will gradually 
remove the shield, the industry is given sufficiently long time to prepare itself for 
open competition. 
Cost advantages in labor, land and raw materials 
The labor and land costs are low and many raw materials can or will be 
produced locally. Therefore, the PRC is possible to achieve a very low cost of 
production. 
Large domestic market 
The watch ownership level is still very low in the PRC. The number of wrist-
watches possessed by 100 person is only 12.9 but it rises 34.5 in 1985. The industry 
has enough room to grow internally and then use the financial resources thus obtained 
to compete in the international market. 
'"'Newspaper article in Hong Kong Standard Daily, October 29，1991 
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Strong determination to upgrade industry 
The industry receives strong government support to upgrade the industry and 
to attain self-sufficiency in the end. The production technology possessed by the 
industry will be in front of other Asian competitors. 
Close to Hong Kong 
Its closeness to Hong Kong, its cheap labor and production facilities and its 
linguistic and cultural bonds with Hong Kong have enabled the PRC to win Malaysia 
and Thailand as the alternative manufacturing base for Hong Kong. "If we were to 
move our production facilities further from Hong Kong, maintaining our reputation 
for prompt delivery would become difficult. Using southern China, we can keep up 
with our delivery schedules," said Mr. Eddy Li, chairman of the Hong Kong Watch 
Manufacturers Association^ Foreign investments from Hong Kong not only help 
the industry to grow but also improve its technical and marketing expertise. Hong 
Kong traders also act as the sole export agent for many Chinese manufacturers, 
providing an easily accessible and convenient showcase to overseas buyers^^. 
""Industry Outlook，92" in Asian Sources Timepieces, January 1992，p.80 
"Industry Outlook，92" in Asian Sources Timepieces. January 1992，p.183 
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Good relationship with the third world and the Eastern Europe 
It has long history of trading with the third world, the CIS (former USSR) and 
other Eastern European countries. This gives the PRC one competitive edge over 
other competitors in selling timepieces to these countries. 
Potential internal weaknesses 
Defective export policy 
There is a lack of a coherent export policy. The present system grants 
autonomous export rights to a limited number of factories, selected seemingly at 
random83. Many Shanghai factories, for example, are obliged to submit their strong 
export products to the care of the local import/export(I/E) corporation, while much 
weaker products elsewhere are freely marketed by their makers. Lack of autonomy 
means less direct contact between factory and buyer, and therefore less ordering 
flexibility. Customer service inevitability suffers when negotiations are handled by 
the rigid bureaucracy of an I/E corporation. 
Lack of expertise and low technology levels 
Except in those factories selected to be the key enterprises for modernization, 
the technology levels are low and there is a general lack of expertise. Investors from 
' '"Industry Outlook，92" in Asian Sources Timepieces, January 1992, p.183-184 
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Hong Kong reported that in some cases, components using Chinese-made parts must 
be assembled overseas and re-imported before being applied in finished timepieces. 
Although China has started producing analog quartz movement, it will need another 
two to three years to attain a standard appropriate even for the low to middle sector 
of the market. Swiss and Japanese machinery are used by the local quartz 
components makers, but altogether too little of international standard is produced. 
Exporters of finished timepieces have no option but to source movements overseas, 
drawing a full 70 percent of their imports from Japan. 
Low or no profitability 
Most factories are state-run and many are allowed to run with years of 
operating losses in the past. These factories are all facing crises of bankruptcy in 
face of recent policy changes. 
Weak in product design 
Most of the state-run enterprises are ignorant to international market trends. 
The organizations that presume to provide trade news are frequently accused of 
providing contradictory information. Many factories are developing a dependency on 
custom-designs as a stop-gap solution to the problem. Other less scrupulous ones are 
simply reproducing famous name designs. Consequently, there is increasing tally of 
fraud, copying and dumping charges being levied from all directions. The 
amendment of the PRC's eight-year-old Trademark Law was already submitted to the 
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National People's Congress before the end of 1991 and the law should be in operation 
by 199284. Violations of registered trademarks will be strictly punished and the 
government hopes that the industry will gradually be self-sufficient in design. 
Irrational pricing system 
There are disparities between prices set by makers and by I/E corporations. 
Compounded by the lack of communication between various Chinese organizations, 
their credibility diminishes and many buyers have little confidence in their business 
behavior. 
Outdated state legislation 
The PRC is reluctant to allow potential buyers to inspect and test goods 
produced for export. This reluctance is seriously harming sales. Manufacturers have 
lost ground and will only recover it if moves underway to liberalize Chinese 
legislation prove successful. 
A very narrow product line 
In 1987，the major production was still mechanical watches with few varieties 
and old fashioned watches. The watches were mostly sold in the domestic market. 
Only a small amount was sold to the third world. 
•^"Industry Outlook，92" in Asian Sources Timepieces, January 1992，p.180 
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Weak in quality control, delivery and market image 
The PRC is criticized for slow deliveries, poor quality control, lack of 
accessories, and the over-shipment of goods under import quota. For parts buyers, 
prompt delivery is required, but it takes 30 to 40 days to obtain supplies from China. 
The buyers are thus obliged to keep huge stocks to meet urgent orders. 
Weak in marketing 
Marketing research has improved but actual marketing skills remain weak. 
The PRC is criticized for its slowness in taking business opportunities. Joint venture 
enterprises are a notable exception, benefiting as they do from skills contributed by 
the foreign partner. "Even when the Chinese have a good product they market it very 
badly. There are so many export channels for any given product that no-one really 
knows what is going o n , said one buyer from Hong Kong^^ 
Potential external opportunities 
Increase sales in all markets 
The PRC has immense cost advantage over other competitors. Referring back 
to Table 6 which shows the average unit wholesale price of watches exported to the 
U.S. in 1988, the PRC's watches are selling at an average of US$0.70, much lower 
w "Industry Outlook ,92" in Asian Sources Timepieces, January 1992 
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than the others. Therefore, the PRC can dominate the lowest end market segments 
in all markets if it tries hard enough. It had overtaken Japan as the second largest 
watch importer to the U.S. in volume terms in 1988. Its good relationship with the 
third world countries and the East European countries will also help the PRC to 
dominate in the lowest end watch segment. 
Dominance in low end mechanical watch segment 
The PRC enjoys a relatively good reputation of producing reliable low-end 
models both in domestic market and in overseas markets. Most other countries have 
long abandoned the line in favor of quartz analog watches and therefore the PRC can 
dominate the low end mechanical watch segment. Mechanical watches shall remain 
popular in countries where GNPs are low. The people are still skeptical to the 
reliability of LCD watches. This skepticism is particularly strong when the button 
cell batteries are not available everywhere in those countries. 
Expand product line to meet broader range of customer needs 
The annual report published by the Ministry of Light Industries reflected that 
the industry's performance in the domestic market was poor. This is mainly because 
most products are old fashion mechanical watches while the customers' taste is 
changing towards stylish quartz analog watches and multi-functional digital LCD 
watches. The industry's sales performance can definitely improve when more digital 
LCD and quartz analog watches of various designs are produced. 
\ 
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Potential external threats 
Entry of lower-cost foreign competitors 
Competitors from Bangladesh, Sri Lanka, the Philippines, and Turkey are also 
interested in the lowest end market segment and some of them have even lower labor 
cost. 
Adverse shifts in foreign exchange rates 
Renminbi devaluations increased production costs for manufacturers who rely 
on the imports of raw materials and components. Many firms, and especially those 
in the electronics industry, have reduced imports of equipment. 
Retreat of foreign investors 
To avoid smuggling of watches into the domestic market by foreign investors, 
China's Ministry of Light Industry has recommended a 200 percent levy on imported 
components and foreign-made watches sold in the domestic market in 1991. The 
components tax will only be refunded if the produced watches are exported. If the 
PRC's State Council approves the move, Hong Kong watchmakers reflected that they 
will relocate their factories elsewhere because this would severely strain their 
resources. The Shenzhen Watchmakers' Association is also opposing the proposal, 
on the grounds that the likely pull-out of Hong Kong companies would seriously hurt 
\ 
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the region's economy because around 200,000 people are estimated to be employed 
by Hong Kong timepiece firms in Guangzhou. Fortunately, the recent reassurance 
by the national leaders to accelerate economic reform has reduced the likelihood of 
introducing this components tax. 
Strategic Cost Analysis and Competitive Strength Assessment 
Undoubtedly, the PRC's timepieces industry enjoys much lower labor cost 
than its international rivals. However, for those factories that produce products for 
export, very often, components and raw materials had to be imported so that products 
of acceptable quality standard can be produced. These imported items are the major 
cost drivers that reduce the industry's cost competitiveness. 
The "Top 200 Survey," evaluated the PRC to be behind Hong Kong, Japan 
and Taiwan in competitive position but it is already in front of Korea (see Figure 10). 
The PRC benefits from the boom of its southern coastal region and efforts are 
underway to resolve problems of poor quality and inattention to market demand. The 
spread of technology and manufacturing knowledge is expected to cover the country 
by 1995 so industry analysts are foretelling the PRC's emergence as Asia's most 
important manufacturing base (see Figure 11). In the "Top 200 Survey," Asian 
suppliers also predicted that the PRC will be the second most competitive exporter 
in Asia in 1995，closely following Hong Kong in competitive position. 
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Strategic Issues Facing the Industry 
Upgrading the whole industry in all aspects 
The PRC will only save the timepieces industry by working on outward 
appearances. To be successful, the PRC must increase its awareness in several areas. 
These include: 
- product selection for foreign markets, 
- packaging and labeling, 
- warranty and service, 
- branding for foreign markets and 
- product development. 
Also of concern are product quality, delivery and distribution within foreign 
markets, advertising techniques, and the print media and trade fairs. 
Management of Unbalanced Product Portfolio 
The product portfolio is even more unbalanced, producing mostly low end 
mechanical watches. In the traditional markets where the PRC is targeting at, the 
mechanical watch segment is a "dog" in the growth share matrix • Its production of 
quartz analog watches is so small that it is a "question mark" for the PRC's 
timepieces industry. 
Other issues facing the industry are similar to those described for Hong Kong 




STRATEGIC PLANNING FOR THE TIMEPIECES INDUSTRY OF 
HONG KONG AND THE PRC 
Crafting strategies involve developing strategy options that build on the 
existing strengths to tap those opportunities that will lead to sustainable competitive 
advantage in the long run. The strategy should also help to manage the existing 
weaknesses and threats effectively. 
Crafting Competitive Strategy for Hon择 Kong，s Timepieces industry 
The strategic issues facing the industry are identified in Chapter III as the 
management of the unbalanced product portfolio, the penetration into new markets 
and the management of increasingly short product life cycle and customers' concern 
about quality. The crafted strategy must therefore meet the following requirements: 
1. Help to maintain the "cash cow." 
2. Help to develop the "star" into future "cash cow." 
3. Help to enter new markets. , 
4. Help to build new competitive advantages in view of the new market trend. 
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From the SWOT analysis, it is realized that Hong Kong has little chance of 
being the lowest cost producer. However, as the timepieces market is a market 
where buyer diversity makes product differentiation the norm and buyers are price 
and value sensitive, the industry can build on its existing strengths to pursue what 
Porter called as the best-cost producer strategy. The industry should position itself 
near the middle of the market. The industry should produce either medium-quality 
products at a below-average price or very good products at a medium price. This is 
because most buyers prefer a mid-range watch rather than the cheap, basic model of 
a low-cost producer or the expensive watch of a top-of-the-line differentiator. The 
aim is to be the low-cost producer of products with good-to-excellent product 
attributes, then use the cost advantage to under-price brands that are comparably 
positioned on the quality-service-features-performance scale. Since the competitive 
advantage of a best-cost producer comes from matching close rivals on key attributes 
and beating them on cost, it will be sustainable as long as Hong Kong's watchmakers 
can match quality at a lower cost than rivals, match features at a lower cost than 
rivals, match product performance at a lower cost than rivals, and so on. Therefore, 
the industry must improve its ability to manage unit costs down and its ability to 
manage product caliber up. In other words, the crafted strategies must lead to the 
attainment of cost advantages and differentiation advantages. 
Strategies to Attain Cost Advantages 
To see in what areas can Hong Kong reduce its cost, we analyze the various 
cost components in the activity-cost chain or what Porter called as the value chain. 
\ 
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In the timepieces industry, disparities in costs among rival producers mainly stem 
from: 
- Differences in the prices paid for raw materials, movements and key components 
purchased from suppliers. 
- Difference in basic technology and the age of plants and equipment in the 
ancillary and support industries, e.g., electroplating. 
- Differences in internal operating costs due to different wage rates, different 
productivity level's, different administrative overhead expenses, different tax 
rates, and the like. 
- Differences in rivals' exposure to inflation and changes in foreign exchange rates. 
- Differences in marketing costs, sales and promotion expenditures, and advertising 
expenses. 
- Differences in inbound transportation costs and outbound shipping costs. 
- Differences in forward channel distribution costs, (the costs and markups of 
distributors, wholesalers, and retailers who get the product from the 
manufacturer to the end-user) 
Discarding those possible internal productivity improvements for the individual 
firms, the industry has the following strategy options to reduce cost: 
Buying raw materials and movements from the PRC 
It is only when Hong Kong has a stable and low-cost supply of movements 
will the industry be free from the threat of overseas suppliers. Otherwise, the 
competitive advantage of low cost will be lost easily given a major price increase in 
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the supplier countries, or when the supplier countries such as Switzerland and Japan 
move downward to compete for market share in the lower-end market. As the PRC 
has the determination to attain self-sufficiency in the production of raw materials and 
components while Hong Kong has not, and Hong Kong has sufficient financial 
resources and knowledge of quality management while the PRC has not, the two can 
form an ideal strategic partnership. Therefore, Hong Kong can consider pairing up 
with the selected key enterprises in the PRC. Hong Kong provides financial 
assistance to these enterprises and perhaps even brings in experts from overseas to 
help them modernizing their factories and speeding up the development of the 
movement industry. In return, a fixed proportion of the output will be sold to Hong 
Kong at domestic price level. This co-operation will assure Hong Kong a stable and 
low-cost supply of all components in the long run. 
Reducing expenses in inbound and outbound logistics 
The watchmakers associations in Hong Kong can consider forming 
conglomerates and set up an office or even central store to handle purchase of raw 
materials, standard components for its members who agree to buy from the office the 
quantity they require to meet their basic annual demand. In this way, large volume 
discount can be obtained and powerful buyer's influence can be exerted in the 
purchase of parts and components for its members. Hong Kong being the largest 
watch exporter in quantity terms is a big buyer of modules and parts and should be 
able to influence the suppliers if we act in concordance. The central store and 
coordinated outbound logistics shall also reduce inventory cost and outward shipping 
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costs. However, this strategy option is always easier said than done as domestic 
competition and strategic discrepancies are fierce, making it difficult for all firms to 
act towards a common direction. Nevertheless, the success of the Swiss SMH 
conglomerate demonstrated that this strategy option is not entirely impossible. 
Shifting production to the PRC 
In the PRC, labor wage is just one third of that of Hong Kong and rents for 
industrial land and costs of overheads are substantially lower than Hong Kong. The 
proximity to Hong Kong and the well developed infrastructure all help to compensate 
for the relatively lower productivity of their labors when compared to Hong Kong. 
However, further reduction in production cost for the lowest end watch sector is less 
possible as more than 90% of Hong Kong's watchmakers have already moved their 
manufacturing plants back to the PRC. Therefore, the industry shall gradually move 
also the more value-added production processes to the PRC following closely the 
modernization programme of the PRC's timepieces industry. 
Reducing marketing expenses 
To be the best-cost producer, the industry must not stay in the lowest end 
market and must move up-market. This implies the watchmakers must have their 
own brand watches. Brand loyalty will be a significant competitive advantage. Yet 
to create brand awareness requires huge capital investment in promotion. Some Hong 
Kong watchmakers have discovered a way in which existing brand loyalties and 
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awareness can be assumed - buying existing European brands. Since consumers are 
more receptive to these brands, it is easier to capture market by assuming a European 
brand name for watches actually assembled in Hong Kong. Carven, Juvenia, Solvil 
et Titus are indeed owned by Hong Kong companies Asia Commercial and Stelux. 
This shortcut to market is even more viable in view of the consolidation and shake-
out process taking place in the European timepieces industry. The industry should 
take this chance and saves much advertising budget for Hong Kong's quality products. 
Across-the-indiistry promotional bodies should also be established as the 
industry moves up-market. This will also reduce marketing expenses. 
Reducing financial cost 
The financial position of Hong Kong watchmakers can be much protected if 
the watch associations will help and encourage their members to arrange forward 
contract to avoid risks in exchange rate fluctuation. Although big companies are 
doing this already, smaller watch companies usually do not have the knowledge and 
the ability to make such arrangements. Such pool concept is better implemented by 
an association that represents the benefits of the industry as a whole. 
Reducing administration cost 
The local watchmakers can adopt the concept of conglomeration now practiced 
by a number of Swiss counterparts. Tissot，Omega, etc., are now under the same 
holding company，the Swiss SMH. The benefits of such an arrangement include 
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better utilization of common resources and greater power over suppliers of raw 
materials. Central storehouse, quality control center and marketing information 
center can be set up and the running cost is shared among all members. Additional 
benefits include the possibility of a coordinated pricing system that can avoid price 
wars among members and help to reduce the bargaining power of the OEM buyers. 
Strategies to Attain Differentiation Advantage 
* ' v . 
Differentiation strategies aim at delivering, better than the competitors do, well 
perceived values to the customers. The "Top 200 Survey" showed that prompt 
delivery and product quality are valued most by OEM buyers. The next six values 
that are mentioned as just slightly less important are effective communication skills, 
product prices, supplier's reputation, supports program, acceptance of small minimum 
order sizes and quality of technical and design staff. Among the key success factors 
that all contribute to delivering these values, the industry has the following strategy 
options to increase its strengths and reduce its weaknesses. 
Improvement in technical and design ability 
In Hong Kong, there is no special course offered on the design and 
manufacture of watches and clocks other than some surface treatment courses offered 
by the Hong Kong Productivity Council. Therefore, the technical capability of the 
industry is limited. Design capability is relatively good. However, other than annual 
design competition and the adoption of CAD/CAM technologies by individual 
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watchmaker, there is no long term plan to improve design capability. In comparison, 
the PRC is quite progressive in this field. Not only technological research was 
encouraged by the Government, the academic environment also contributes to many 
of the successes. There are courses in tertiary institutions and there are government 
research centers. Therefore Hong Kong's timepieces industry can pursue two parallel 
paths to improve its design and technical ability. Locally, it can co-ordinate with the 
Vocational Training Council to set up design center and training center in Hong 
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Kong, sponsor specialized courses in the tertiary institutions and set up foundation 
fund for introducing new technologies to the industry, including the ancillary 
industries. At the same time, the industry can provide capital to the research centers 
and the institutions in the PRC to carry out applied research work and share the fruit 
of the research. The PRC shall welcome such cooperation as it allows the country 
to better use their research resources. Experts from the PRC can also be hired for 
technical assistance in upgrading the existing production processes. 
Tmplementation of ISO 9000 quality assurance system 
Now, small OEM makers in Hong Kong operate only to the standard specified 
by the buyer and do not follow any system. Consequently, wastage through rejects, 
faulty communication and the like is high. The industry needs to follow a single 
quality assurance system to ensure a consistent quality level. Moreover，the 
prevailing trend in the global market is that meeting the ISO 9000 quality control 
series will eventually become a prerequisite to compete in the market as a quality 
product. Therefore the industry must implement the ISO 9000 system in the long run. 
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The industry realizes that upgrading product quality to international standards 
is crucial to its future. Some large watchmakers in Hong Kong are seriously studying 
the ISO 9000 quality control series. The Hong Kong Watchmakers Association 
(HKWMA) is organizing seminars and discussions to persuade makers to adopt some 
form of quality control systems. But the industry is making very slow progress in 
quality improvement because most watchmakers view that the ISO 9000 system is too 
expensive for them. The HKWMA attempts to work out an alternative system that 
specifies different standards for different products and hopes that this system will be 
accepted internationally. The HKWMA is working closely with the Hong Kong 
Productivity Council (HKPC) to design such a quality manual. However, the 
researchers view that this is a dangerous route to follow. Other competitors such as 
Taiwan and Singapore are working hard to satisfy these standards. They do not waste 
time in developing an alternative system that needs long time to gain enough 
international buyers' confidence in the system. 
Improvement in customers，service 
It is becoming a trend for established parts manufacturers to offer 
complementary parts packages. It makes life easier for the overseas buyer if he can 
buy all the small parts he needs from one company. Extending this concept, the 
industry can improve its customers' service by establishing a One-Stop showroom and 
contact point for OEM buyers. Computer on-line catalogs that help the buyer to 
locate his desired products and ancillary services from trustworthy suppliers shall be 
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available. The showroom shall also display product samples to facilitate the buyers' 
selection process. 
Other Strategies to Explore Opportunities and Reduce Threats 
Toint development of the new markets with the PRC 
Developing new markets can obviously reduce the over-dependence of Hong 
Kong on several major markets. Moreover, the industry can start selling its own 
brand watches in these new markets and reduce its over-dependence on OEM sales. 
However, to develop new markets is a long-term task and the initial break-in is 
usually very difficult. We need a good mediator channel. Those who want to 
cultivate the East European market must have establishments either in Germany or 
Austria. Likewise, to enter the market of the third world countries, we need to have 
a strategic partner - a country which has good relationship with these markets. The 
PRC comes naturally along the way due to her long established trade relationships 
with the East European countries, the CIS (the former USSR) and the third world 
countries, e.g., African countries. These countries will become important markets 
for the low-end segment which is still the "cash cow" for Hong Kong. If Hong Kong 




Increasing sales to the PRC 
The PRC is a vast consumer market with a population of 1.1 billion. The 
market is just too big to ignore though it is not an open market where free 
competition is allowed. Activities of foreign companies (including Hong Kong) are 
limited to a certain stipulated area and scope. The PRC will not let foreign imports 
or investments to hurt her own industry. Hong Kong, with a prospect of returning 
to China in 1997, is siirely in a better position than other countries, not to mention 
the geographical proximity of the two regions. Hong Kong can increase its sales to 
the PRC by two ways. First, it can avoid direct competition by focusing on 
marketing those product types that the PRC does not produce, e.g., electronic 
watches for children or multi-functional LCD watches. A better way is to form 
strategic alliance with the PRC's industry. When there is mutual benefit, Hong Kong 
will be seen as a partner or insider rather than a competitor. Instead of shifting 
labor-intensive production processes to the PRC by building new factories there, the 
watchmakers should adopt a different strategy. Existing factories are sought to carry 
out the production • The necessary financial resources，capital investment and expertise 
are brought in to upgrade the factories to the required standard. There are many 
foreseeable problems with this approach but the return to the Hong Kong's timepieces 
industry is great. 
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Capture markets in Latin America and SE Asia 
Latin America and S.E. Asia are the rising stars for consumer products in the 
next century. The dramatic surge of per capita income in SE Asian countries like 
Singapore, Thailand and Indonesia; as well as the import liberalization in Latin 
American countries, present excellent opportunities for Hong Kong-made watches. 
However，since these are newly developed consumer markets, consumers taste is hard 
to predict. It is safer to develop a wider product range to test the market and capture 
the successful line once discovered. Nevertheless, if Hong Kong can explore these 
markets early enough, it can enjoy first mover advantage, also dominate the low end 
market and maintain the "cash cow." It can further reduce its dependence on OEM 
sales in the traditional markets. 
Crafting Competitive Strategy for the PRC 
The strategic issues facing the industry are identified in Chapter III as the 
management of the unbalanced product portfolio, the modernization of the whole 
industry and the management of increasingly short product life cycle and customers' 
concern about quality. Since the PRC's timepieces industry has no "cash cow，" and 
its major competitive advantage is lower production cost, the obvious strategy it 
should pursue is the cost leadership strategy. 
The industry itself is under a nationwide modernization programme. When 
it finally attains self-sufficiency in producing all components and raw materials, its 
production cost will possibly be the lowest in the world. The legislation will also 
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gradually be amended to erect the irrational pricing system and some other internal 
operating problems. There is however, one most important issue that the industry 
may not handle well in the next five to ten years. This is the lack of skills in product 
design，quality control, marketing and advertising, packaging, managerial skill and 
customers' service. Strategic alliance between the PRC and Hong Kong is 
recommended to solve the problem. 
By forming strategic alliance with Hong Kong's counterparts,.the PRC can let 
the Hong Kong side to handle the product design, marketing and advertising and other 
market-related aspects. In fact, some PRC watchmakers are using Hong Kong traders 
as their sole agent in exporting, acting as a showcase to outside buyers. The PRC 
watchmakers can concentrate on producing the components or the complete timepieces 
efficiently. 
Strategic Alliance between Hong Kong and the PRC 
From the discussions in this chapter, the strategic alliance between Hong 
Kong's and the PRC's timepieces industry is clearly vital to both parties. Hong Kong 
will concentrate on matching competitors' product attributes with the PRC helping 
Hong Kong to get reliable low cost raw materials and components. This will enable 
Hong Kong to become the best-cost producer. The PRC will concentrate on 
dominating the lowest end segment with Hong Kong helping the PRC to achieve 
acceptable product attributes and to sell the products to international buyers. This 
will enable the PRC to become the lowest-cost producer. As the PRC is not likely 
to compete for the same market segment in the next five years, there is little conflict 
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of interest. The strategic alliance will only do good to both parties, presenting no big 
threats. After 1997，Hong Kong will become a part of China and the relationship will 
only be closer so the strategic alliance will work even better. 





In this project, the researchers had followed a systematic methodology to 
design a long term marketing strategy for the timepieces industry of Hong Kong and 
the PRC respectively. The researchers' major findings from the strategy design 
process are summarized in the following paragraphs. 
The industry and competitive analysis revealed that for the timepieces 
industry, the following conclusions can be reached: 
1. The quartz analog watch segment is the most attractive segment. 
2. The customers are moving up-market in all traditional markets. 
3. The traditional markets are mature and the growth rates are low. 
4. The new markets like the PRC and India have better market growth potentials. 
5. The competition in the high volume, low end market will increase as the 
competitors like Taiwan, Korea, Thailand, are all competing for the same 
market and their competitiveness is improving. 
6. Japan and Switzerland which belong to different strategic group also intent to 
expand into the lower end market segment. 
7. Rivalries among existing competitors and bargaining power of buyers are the two 
most important competitive forces. 
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The following key success factors (KSFs) are identified: 
1. Manufacturing-Related KSFs 
- Q u a l i t y of manufacture (fewer defects, less need for repairs) 
- Low-cost plant locations 
- Access to adequate supplies of skilled labor 
- High labor productivity 
- F l e x i b i l i t y to manufacture a range of models and sizes and take care of 
custom orders�. 
2. Distribution-Related KSFs 
- Fast delivery 
3. Marketing-Related KSFs 
- Accurate filling of buyer orders (few orders or mistakes) 
- Breadth of product line and product selection 
- Attractive styling and packaging 
4. Skill-Related KSFs 
- Quality control know-how 
- Design expertise 
5. Organizational Capability 
- Ability to respond quickly to shifting market conditions 
- More experience and managerial know-how 
6. Other Types of KSFs 
- Favorable reputation with buyers 
- Overall low cost (not just in manufacturing) 
Brand name, customer service and effective marketing channels are also 
\ 
131 
key success factors to market timepieces to the end-user group. 
The situation analysis of Hong Kong revealed that although Hong Kong 
possesses a number of those key success factors, many of them are in danger of 
disappearing due to shortage of skilled labor and experienced product designers and 
rapid rise in land and labor cost. Hong Kong was still the most competitive Asian 
timepieces supplier in 1991 but other countries will come closer in term of 
competitive position in 1995 and competition will increase. Hong Kong is able to 
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remain cost competitive in recent years by shifting labor-intensive production 
processes to the PRC but its dependence on imported raw materials and movements 
from Japan and Switzerland limits its chance for further cost reduction. It also 
restricts Hong Kong's capability to compete directly with Japan and Switzerland. The 
opportunities to Hong Kong are exploring new markets and moving up-market. 
The situation analysis of the PRC revealed that the industry is facing many 
problems, most of them related to marketing and quality control. Its major strength 
is low cost in production. The industry is under a large scale modernization 
programme and there is good opportunity that it can become the cost leader in the 
lowest end market. 
The following strategic objectives are set for Hong Kong: 
1. To maintain the largest market share in the low cost segment. 
2. To maintain the highest quality among its competitors in the low-end market. 
3. To maintain a healthy profit margin by keeping production cost at a low level. 
4. To provide a wide range of products to create differentiation. 
5. Over the long-run, to move upward to the higher-end market wherever and 
whenever possible. 
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The authors recommend that Hong Kong shall adopt the best-cost producer 
strategy and the following strategic moves are recommended: 
Moves in Response to Changing Market Conditions 
In the next five to ten years, Hong Kong should put increasing efforts on 
penetrating the new markets such as the PRC, India, Latin America and SE Asia in 
view of the shrinking demand in traditional markets. 
Approach to Vertical Integration 
To master a better cost control, Hong Kong should establish its own supply 
network for movements in the PRC - an upward integration move. 
On the other hand, downward integration is not recommended as a strategic 
move for Hong Kong. The distribution network and market access in the global 
market are quite efficient. There is therefore no need to buy up wholesalers or 
retailers in our export markets. A good trading partner or agent will be sufficient to 
do this job. 
Moves to Secure a Competitive Advantage 
According to the result of the "Top 200 Survey" conducted by Asian Sources 
Timepieces, the two most important factors in increasing marketability of products 
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are product quality and prompt delivery. Hong Kong scored very high in these two 
items. 
To upkeep the first competitive advantage, Hong Kong should consider 
developing a standard quality manual that is enforced either by the Government or 
some official bodies like the Hong Kong Productivity Council, to give confidence to 
consumers about the quality standard of Hong Kong-made watches and clocks. The 
goal should be to meet all ISO 9000 standards in the end. Upgrading the ancillary 
industry is also essential. 
The second competitive advantage, prompt delivery, will also remain a 
sustainable advantage of Hong Kong if the small size factories continue to operate. 
The flexibility of these factories in handling small orders gave Hong Kong a very 
valuable competitive edge. 
Recent Moves to Strengthen Competitive Position 
From early 1980 onwards, Hong Kong watchmakers started to move their 
production plants to the Guangdong Province in China to take advantage of the low 
labor and land costs there. This is a natural and non-reverting strategy that Hong 
Kong should continue to adopt. Of course, not all production can be moved to 
China, only the lower-end labor-intensive ones should go. 
In Table 14，a summary comparing the industry position and the strategy 
options is presented and in Table 15，the suggested functional strategies are presented. 
For the PRC, it should follow the cost leadership strategy in the future. The 
researchers suggest that many problems that the PRC is facing can be solved by 
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forming strategic alliance with Hong Kong. The researchers also conclude that 
strategic alliance is of great importance to both Hong Kong and the PRC to 
implement the best-cost producer strategy and the lowest-cost producer strategy 
respectively. If the two parties can really work together, it is entirely possible that 





Table 14 Summary of Industry Situation and Strategic Options 
Industry Hong Kong's Situational Market Share Strategy 
Environment Position Consideration and Investment Options 
Options 
Rapid growth Aggressive Keen Growth and -specializing in 
in mid-end follower competition build: certain designs 
segment from Japan, -growing faster -vertical 
•‘ Taiwan and than industry as integration to 
Korea a whole buy up 
-invest more in movement 
design, R&D suppliers 
Spreading into New entrants Reposition: Differentiation: 
a bigger group e.g. Asian differentiate By quality, 
of competitors countries, PRC Hong Kong's service and 
quality from variety 
them 
Mature/slow Global leader in Other countries Fortify and Multi-country 
growth in low- terms of start to have a defend: approach by 
end market quantity better cost -growing at cooperation 
position than least as fast as with China 
Hong Kong whole industry 
by investing in 
low cost 
countries 
Intemational/Gl have global 
obal marketing 
experience 
Quick Quick change, New design and Invest in the 
design/Rapid less innovative hi-tech PRC for 
changes designs development in technology 




Table 15 Summary of Recommended Functional Strategies 
Human Resources more training courses on the watch and clock industry 
offered by educational and vocational institutes 
Financial approach collective financial arrangement by trade associations 
R&D/technology commission relevant parties in the PRC to carry out 
— R&D 
Marketing, promotion and identify new markets, stronger differentiation in 
distribution existing markets, improve and streamline distribution 
networks 
Manufacturing/operations move to low cost manufacturing base and develop more 
advance production methods 
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